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A Banker’s Diary 


OPINION about Britain’s post-devaluation prospect still shows some very wide 
divergences, but second thoughts have certainly whittled down the more 
alarmist views expressed at the outset. This modification of 


Second public opinion has, of course, been assiduously fostered by 
Thoughts Government spokesmen—noticeably by the Chancellor himself 
on the in his mid-November press conference. But the change has not 
Crisis been wholly due to official inspiration. In particular, once the 


“e 


first flood of disappointment at Mr. Attlee’s “‘ inconsequential 
measures ’’ had subsided, some observers—noticeably among the ranks of 
academic economists—began to view Britain’s disinflationary problem in a 
more reflective mood. Everyone, of course, still deplores the Government’s 
failure to seize the one clear opportunity to make a radical break from past 
policies. Equally, and for that very reason, it is still apparent that this 
Government never will countenance any such degree of disinflation as would 
create any real mobility in the economy. Nor will it contemplate any such 
retrenchment as is needed if there are ever to be any “ incentive ”’ reliefs in 
taxation. The lack of such policies spells disaster eventually ; but it is now 
being recognized that, even so, the disaster may not be imminent. 

Apart from this, several factors which have come to light in the past month 
—in particular, the evidence of the rather surprising growth in the level of 
stocks held by the Government and by private industry (the first revealed by 
Sir Stafford Cripps at his press conference, the second in an interesting article 
in The Economist of November 19)—suggest that the prospective infl ationary 
gap, as widened by the devaluation, may not have been quite so formidable 
as was at first supposed. This theme is more fully developed in our opening 
article this month, which also shows, however, that such arguments afford 
only negative grounds for consolation. Even so, the absence of any large 
inflationary gap, coupled with the fact that the pound at $2.80 ought to 
make British goods at least as competitive abroad as they were (at $4.03) in 
the twilight stages of the sellers’ market, may mean that the ship of the economy 
is sailing out of 1949 in substantially the same state as when she entered it. 
This—and a few last-minute concessions to the co-operatives on insurance 
and to common sense on the Steel Bill—is perhaps all that can be expected 
from the present Government in the autumn before the election. 
MEANWHILE, the possibility that the consequences of insufficient disinflation 
1t home might be mitigated by measures to tackle the vexed problem of 

unrequited exports now looks rather remote. It had been 
No Check hoped that means might soon be devised—whether by Britain’s 


G 


to initiative or, better, by concerted Commonwealth action—to 
Unrequited diminish the pressure of sterling area demand for British goods, 
Exports? and thus to permit the resources of Britain’s export industries 
to be increasing1y diverted from soft to hard currency markets. 

It now seems that, rhe the short run at page the best that can be expected is 
that this pressure may be prevented from ri *, The past month has indeed 


brought out at least four more reasons for concern on this score. First, a 













































THE BANKER 





tten Parliamentary reply has revealed that releases from blocked sterling 
balances amounted to £206 millions in the first nine months of this year, a 
figure equivalent to more than 15 per cent. of total British exports during that 

riod; for the whole of 194 imilar releases were £227 millions. Secondly, 
the Eire Finance Minister, Mr. Costello, has blithely announced that Eire js 
contemplating development which would in effect be mainly financed by a 
rge reduction in her (unblocked) sterling balances. Thirdly, a payment 
f some 48.2 millions has been made to Persia, for the use of her railway system 
during the war—and, under the peculiar exchange arrangements operating 
for sterling held by that country, part at least of this payment will involve a 
drain on the dollar pool. Finally, the steady increase in South Africa’s sterling 
holdings since September suggests that private capital is again flowing out to 
that country on quite a significant scale—perhaps because the hot money 
outflow to Australia has been diverted since devaluation, even though hopes of 
ition of the Australian pound are now being revived in some quarters 
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Moreover—as has often been stressed in THE BANKER of late—there are 





two other reasons for fearing that the demands made upon Britain’s export 
industries by the sterling area may increase in the near future. First—and as 
very broad generalization—the Commonwealth countries as a whole are 
likely to tind their currently accruing sterling funds considerably written up 
sult of the rise in raw material prices after devaluation. Since dollar 

goods have now become more expensive, there is a greater incentive even than 
before for the spending of these incomes—in so far as it is directed towards 
imports—to be concentrated upon British goods. Secondly, as has been shown 
by a recent review issued by the Commonwealth Economic Committee, incomes 
in many Empire countries are also being inflated by ambitious investment 
programmes. India plans to spend £1,000 millions on capital development 
over the next five years and the Colonies have projects to a value of over 
£500 millir in or past the blueprint stage. Plainly, the impending 
Washin he sterling balances (which Lord Pakenham has declared 
should start very soon) have become a matter of great urgency; but it is at 





least equally important that this whole problem should figure prominently in 
the agenda of the Commonwealth Conference at Colombo. There is a danger 


moreover, that these discussions may not find a solution. It is bound to be 
urged that, if British goods are not freely available to the overseas members 
of the sterling area, their demands on the dollar pool to finance purchases of 
American goods will be correspondingly larger. [t will require great realism 
and determination to ensure that this argument—which plainly has a good 
deal of force—is not pushed beyond the bounds of what is reasonable and 


necessary. 





fH reappearance of discounts on various rates for sterling did not tarry long 
ifter the devaluation of sterling. All sterling which is in any way immobilized 
or which, as in the case of bank notes, is subject to severe 

Free restrictions on its physical movement will naturally be offered 
Sterling at discounts on the official rate in order to achieve conversion 
Discounts jnto stronger or convertible currencies. As for commercial 


ul 


1 


terling such as various types of transferable account sterling, 


this, too, will tend to fall to a discount on the official parity as long as the 
prevailing shortage of dollars continues, and as long, therefore, as residents in 
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such countries as France, the Netherlands and Belgium are prepared to convert 
some of their sterling into dollars at cut rates. The largest discounts are those 
which emerge from dealings in sterling securities in New York markets. These 
rates have recently varied from $1.50 to $2, according to the category of the 
security. Paradoxically, the more gilt-edged the security, the lower the rate 
at which it is . ‘alt in; the securities of the British Government are to be 
found at the very bottom of the scale. The variety of these rates is a direct 
result of the bi. rer recently reimposed on switching by non-residents 
among various types of sterling securities. The extent of these discounts 
must in part be explained by the fact that securities are being traded in New 
York on the basis of a higher level of yields than they are in London. Since 
good dollar industrial equities are selling on a 7 per cent. yield basis, it would 
be reasonable to assume that on this score alone the American investor would 
pay a lower price than the exact London equivalent for British equities which 
are now selling on a 5 a per cent. yield basis. Dollar securities in London have 
recently been traded at about 17 to 20 per cent. premium. But the greate1 
part of this probably reflects the comparatively advantageous position of 


1} 


British holders of dollar securities who can reclaim tax as a result of the double 
taxation convention between the United States and Britain. Taking this into 
consideration, the premium on these securities does not appear excessive. 

Transferable sterling, which fell to a discount of 3 to 4 per cent. soon after 
devaluation, has since slipped to 8 to g per cent. discount. This is by far the 
most dangerous of the discounts, and it was toit that the Chancellor of the 
Exchequer devoted most attention recently. Ii this discount widens much 
further it will again open the door to triangular commercial transactions 
which will rob the sterling area of part of its hard currency income. 


THE tin market in the London Metal Exchange was freed last month and 
elaborate measures had to be taken to allow it free operation within the 
framework of the control of sterling exchange. Precedent 
Tin Market had already been set in the past—notably in the scheme for 
and rubber-——for allowing merchanting activities considerable free- 
Exchange dom within the context of exchange control by granting 
Control merchants open general licences and expecting them to justify 
their operations after, and not before, these take place. It is 
only in this way that exchange control can be reconciled with efficient mer- 
chanting. This is the general line of approach to be followed in solving this 
particular problem in the case of dealings in tin. The initial precaution which 
has, however, been taken has been to restrict all such facilities to firms recom- 
mended by the Committee of the Metal Exchange. This committee, in turn, 
has had to assume the power to enforce discipline among the participants. 
Within these limitations, however, the maximum of freedom is being given 
to the authorized participants. They are free to make purchases of tin in any 
part of the world and have been provided by the Board of Trade with an open 
licence authorizing them to import tin freely into the United Kingdom. They 
are allowed to de al in tin any here in the world and engage in operations in 
the metal which never touch this country. The participants for their part 
will have to abide by certain strictly defined regulations. All their payments 
and receipts directly connected with purchases, “sales, storage, shipment, etc., 
of tin, must be centralized in one account for each firm, which is to be known 
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as its ‘‘ metals scheme account”. The bankers holding these accounts will 
have to make monthly returns on them to the Bank of England. The authorized 
dealers themselves will also make confidential returns to the Bank of England 
showing their dealings and position at the close of business of each month, 
These returns and accounts will be duly reconciled by the Bank of England, 
[f the information they provide suggests to the Bank that any particular firm 
is engaging in undesirable speculation the Bank may pass the name of the 
participant to the executive of the Exchange Market, to whom the participant 
will then be required to furnish a copy of his return. That is the way in which 
the sanctions machinery will begin to operate. The system of post facto control 
will require access to all books and documents of parti icipating firms by the 
Bank of England in case of need. Although these provisions inevitably leave 
a bad taste in the mouth, they seem to be inevitable until exchange control 
itself can be scrapped. 








A NEW scheme for inciting exporters to enter the dollar market was 
announced last month. The Government, having rightly eschewed the stick 
and rashly cut 5 per cent. off the carrot by the new Profits 

Cushion Tax, has fallen back on the device of the cushion instead. The 

for Export Credits Guarantee Department, which has hitherto 

Dollar confined its attention to credit insurance, is now prepared to 

Exporters bear part of the losses which intending exporters to dollar 

markets may incur through unsuccessful market research, 
fruitless advertising or excessive holding of stocks. The details of the new 
service are necessarily still vague. For market research the Department will 
bear a proportion of any excess of the cost of the initial market survey over a 
percentage of the value of shipments of goods in a certain period of years 
(probably not exceeding seven). The Department will guarantee a bank 
overdraft for its proportion of the expense if required. An arrangement on 
similar lines will be made for losses incurred in advertising, although in this 
case if a payment is made by the Department the exporter will pay over to it 
a percentage of the value of his shipments for a succeeding period of years. 
For stocks, the De partment will pay a percentage of the excess of the cost of 
putting goods into consignment stock over the amount received by the exporter 
from sales of the stock (exporters being allowed to invoice the goods ata 
price including a rate of profit agreed by the Department). In all cases the 
Department will endeavour to provide guarantees for finance required for 
these activities and the premiums envisaged seem to be at the rate of some 
shillings per £100 of the cost. 

There is no doubt that a good case can he made out for subsidizing those 
who are ready to take risks to enter the dollar market at this tim> (and it 
seems likely that a liability to subsidy payment is being accepted by the 
Department in this case). It is much more doubtful. however, whether the 
subsidy should be offered only to those who fail and whether part of the cost 


should be shuffled off on to those who make the grade. The Department's 
rather irritating explanatory leaflet unconsciously sums up this criticism in 
a nutshell when it says that the facilities are designed to help “ tough” 
eB (by which it presumably means those who are prepared to make 
losses) and not “speculators” (by which it presumably means those who 


hope to make gains). 















> will 
rized 
tland 
ynth, 
land, 
firm 
f the 
ipant 
vhich 
ntrol 
y the 
leave 
ntrol 


was 
stick 
rofits 
The 
1erto 
-d to 
lar 
irch, 
new 
will 
veTa 
years 
bank 
it on 
this 
to it 
ears. 
st of 
yrter 
at a 
; the 
| for 
ome 


hose 
d it 
the 


the 





4A BANKER’S DIARY 137 





EacH October since 1945 the clearing banks’ monthly statement has shown a 
sharp rise in true deposits. The rise recorded this year (just under £79} 
millions compared with a rise of just over £84 millions shown 
Rise in in October, 1948) is sharp enough—yet it almost certainly 
Bank understates the true increase. As was pointed out in THE 
Deposits Banker last month, the closure of the banks on the Monday 
after devaluation meant that the figure given in the September 
statement for advances (and therefore also that computed for true deposits) 
included an abnormal accumulation of inter-branch transit items—an accumu- 
lation accounting perhaps for the greater part of the {37.7 millions rise in 
advances then shown. The October figures for advances and true deposits 
had therefore a certain amount of dead water to plough through before they 
could begin to record any apparent increase at all. 


October, Change on 
1949 Month Year 
fm. {m. fm. 
Deposits a a ae .. 6049. -+- 41.1 + 10. 
‘‘ True ’’ Deposits* ue .. 5867. + 79.4 + 12.8 
Came 5. : es = = 498. Fag + 8.7 + 13. 


Money Market Assets as ao Ree 28 .. +229.0 +419. 
Call money are ia aig 555- me + 38.2 + 58. 
Bills nie os nce <« SORE. 9. +190.8 +360. 


Treasury Deposit Receipts ai 744. - e — 158.5 — 569. 

Investments plus Advances .. .- 2982.3 (49. - 0.8 +152. 
Investments we ied os 3526.5 (5. + 1.1 + 42 
Advances im as os | Babs. 4.4 - 1.9 +110.5 


*After deducting items in course of collection. Ratio of assets to published deposits. 


The conclusion to be drawn from the latest figures seems therefore to be 
that demands made on the banks by the private sector of the economy have 
been rather heavier at the beginning of this autumn than they were at the 
beginning of last, and that the demands made upon them by the Treasury 
have been slightly less Between August and October this year bank advances 
and investment portfolios rose by {41.7 millions against a rise of {28.6 millions 
in the same period last year ; the corresponding increases in bank holdings of 
Treasury bills, Treasury deposit receipts and cash were {85.9 millions this 
year and {92.1 millions last year. In view of the difficulties in the new issue 
market, however, the increase in finance provided for industry is not surprising ; 
although the Chancellor has lately issued a reminder of the need for keeping 
a rein upon advances, there can be no suggestion that the banks were not 
already carrying out the spirit of these directives. It cannot be too strongly 
emphasized, indeed, that the extent of their co-operation is not to be measured 
by fluctuations in the figures of aggregate advances. Legitimate demands for 
bank accommodation tend to rise immediately there is any obstruction in the 
smooth flow of the new issue business by which an important proportion of 
the present volume of bank credit is normally turned over. Despite the 
success of the Rootes issue last month, it would be optimistic to suppose that 
re-financing operations will now proceed without any difficulty—especially as 
the new attitude towards bonus issues threatens to create a new friction. This 
being so, it would not be surprising if the total of advances continued to rise 
at least at its recent rate, for presumably the figures so far available still do 
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not reflect the additional credit now required to finance imports from hard 
currency sources. 


GERMANY'’S creditors in this country are faced with the prospect of receiving 
not much more than 2s. 6d. in the pound on the debts owed to them. That 
at any rate is the conclusion which seems to follow from 
Mr. Glenvil Hall’s estimate that German assets in this country 
amount to not more than £15 millions and that claims against 
them are running at between {100 and £120 millions. Some 
of these latter, however—including surely the Government's 
own bid for £3-£4 millions to recoup its payments under the 
guarantee on the Austrian loan—may well be scaled down when the claims 
are finally vetted. In this respect, however, it is most unsatisfactory that 
10 procedure for arbitration is laid down—the Government is apparently to 
act as judge and jury in a case in which its own interests are involved 
Under the new Bill, commercial creditors of German firms in this country 
can either exercise their power of attachment against specific assets of their 
debtors located in this country, o7 apply for their due share from the ordinary 
pool. Although the Custodian of Enemy Property will endeavour to give 
information to help creditors to decide which course to adopt, it will be unfor- 
tunate if no attempt is made to publish details of previous ownership of 
German assets in this country. Quite apart from the unfairness to creditors 
with a right of claiming specific assets, which this lack of publicity involves, 
it should be noted that, under the Paris Reparations Agreement, all assets not 
specifically claimed go to reduce the British share in the international reparations 
pool. 


Distribution 
of German 
Assets 


THE House of Lords has recently confirmed the decision of the Court of Appeal 
in a case there described by Lord Justice Scott as “‘ of the greatest importance 
to bankers’’. The plaintiff had deposited certain American- 
An form share certificates with a Czechoslovakian bank in Prague 
International to be held in London by their agents, the Midland Bank. In 
Banking point of fact, a second Czechoslovakian bank became sub- 
Decision stituted for the first, but this aspect does not concern the main 
issue. It had been brought to the notice of the Midland Bank 
that the plaintiff was the owner of the certificates, and this was admitted by 
all parties. However, when the plaintiff demanded the certificates direct from 
the Midland Bank, their Czechoslovakian principals refused permission because 
such surrender was illegal by the law of Czechoslovakia without consent of the 
Exchange Control authority there, which could not be obtained. 

It was held by the House of Lords that not only did the plaintiff fail in 
his demand for the certificates direct from the Midland Bank as a matter of 
contract but that, although he was the owner, the Czechoslovakian bank was 
entitled to immediate possession of the certificates. It was made apparent 
that, as Czechoslovakian law was applicable, the courts would not order the 
contravention of the currency laws of that country. The case deserves further 
study, and E nglish bankers will be pleased to note that it is suggested that, 
although there is no dispute as to éttle, the parties might properly have made 
the Czechoslovakian bank a third party to the action—a position of practical 
benefit that was not at one time thought to be possible. 
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Interest Rates and the Crisis 


HE experience of the last few weeks will be long remembered in the 
annals of the gilt-edged market. Rarely have such violent movements, 

in both directions, been compressed within so short a period. In retro- 
spect, it is hard to say which was the more remarkable—the extent of the 
collapse and general demoralization, or the speed of recovery once the Govern 
ment broker had made his ostentatious entry. By November 10, which marked 
the worst point, the 4 per cent. line had been dramatically breached by the 
fall in the net price of 4 per cent. Consols (1957 or after) to fully two points 
below par ; long-dated and irredeemable stocks showed losses ranging up to 
7 points from their pre-devaluation levels, being valued on a yield basis of 
33-34 per cent. ; and, measured against the irrational boomlet of last spring, 
losses throughout this list ranged from 16 to 23 points, spreading alarm and 
despondency among the many institutional investors who must shortly make 
up their annual balance sheets. Amid this havoc, the Government broker 
made his bow and waved his wand ; and, by all accounts, that was very 
nearly all he did do. Yet, scarcely more than a week later, the bulk of the 
price-falls had been made good, leaving net declines since the devaluation at 
not more than 3 points, and generally much less. At the moment of writing, 
only the one-way option stocks show flat yields above 33 per cent., the genera! 
basis for long-dated and irredeemable stocks being 33-3 per cent. 

Does this extraordinary see-saw motion mean that the events of early 
November should be dismissed as a mere nine-days’ wonder, as an emotional 
and speculative episode which had no substantial basis and offers no pointers 
for the future ? To assume this would certainly be to misread both the market 
situation and the whole relationship of interest rates to Britain’s crisis. It is 
true that the violence of the movement in both directions, and especially on 
the rise, owed much to purely technical factors—particularly to bear speculation 
by professionals in a market devoid of public support, and to their subsequent 
frantic rush for cover once the danger signal was hoisted. But the affair 
cannot be dismissed merely on these grounds. Professionals do not act without 
reason, do not pursue profits which they do not expect to reap, and do not 
assume that any “‘conspiracy’’ (such as some ill-informed quarters have 
alleged) could assure success ; they did not need a Dalton at the Treasury to 
prove to them that there is only one dealer who can ever rig the gilt-edged 
market—the Chancellor himself through his associates in the City, newly and 
unworthily christened ‘‘ his creatures’. In short, however much bear specula- 
tion in gilt-edged may be deplored (and there are many in the City who do 
deplore it), it is only the ignorant who attribute it to sinister motives. The 
originating cause must always be, not an attempt to engineer a fall, but a 
conviction that a fall is bound to occur. In operations of any size, the belief 
has usually some sure foundation—even though the actual expectation may 
become exaggerated, as it was in this instance, by the contagion of crowd 
psychology, in which case some at least of the speculators will assuredly be 
badly squeezed in the end. 

The underlying causes of these movements do, therefore, merit analysis. 
“ Technical "’ though the experience seemed to be, it has afforded important 
clues to the intentions of the authorities and to the trend of interest rates as a 
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whole. Such an analysis is also a convenient means of approach to the basic 
problem of the inflationary gap, to the question of the adequacy of the Govern- 
ment’s economy measures—for public scepticism about these was a major 
ingredient in the market demoralization. 


Wuy GILT-EDGED COLLAPSED 

In market conditions such as those of early November, the operative 
fears are never very coherently defined. At the risk of giving them rather 
greater precision than is justified, they may fairly be grouped under three 
heads of interacting forces : 

(1) astonishment that the devaluation was not actually accompanied by 
‘consequential ’’ measures and then, later, a conviction that the 
measures actually proposed fell so far short of the need as to threaten, 
from the size of the inflationary gap itself, heavy pressures upon the 
cilt-edged market 

(2) fears similarly nl, but less clearly formulated, that the Govern- 
ment was so far losing control of the domestic economic situation 
that a major “ show-down”’ crisis—of retrenchment or unemploy- 
ment—would sooner or later be inevitable; 

(3) a growing suspicion, which proposals for freeing European trade and 
exchanges helped to foster, that the Government was beginning to 
modify its traditional attitude towards interest rates as instruments 
of economic discipline, and might permit or even engineer more far- 
reaching adjustments ; alternatively, it was thought that natural 
forces, combined with specific pressures from abroad, might compel 
such a modification. 

Each of these fears, and especially the first and third, has been perceptibly 
diluted since mid-November ; and the question now is whether the City’s 
second thoughts were wiser than its first. 

Certainly it is clear that the fall in the market was overdone, whatever the 
longer-run prospect. In this connection it is instructive to recall the City’s 
view before the devaluation. Writing for publication in the September issue 
of THE BANKER, and commenting on the earlier break in gilt-edged, we re- 

marked : ‘“ Devaluation . . . would not be, however, the disaster which one 
minority schoo] of City thought has represented it to be ; and those who have 
sold gilt-edged merely on the view that devaluation, of itself, would provoke 
a market collapse have certainly misjudged the situation some observers, 
indeed, were actually expecting a rise. This opinion depended absolutely on 
two basic assumptions. First, that the devaluation was not accompanied, as 
seemed conceivable, by any increase in officially-controlled money rates. 
Secondly, it was taken for granted that no Government would dream of 
devaluing without providing previously, or at least simultaneously, the requisite 
disinflationar y safeguards. The dominant influence in the City, therefore, once 
the extent of, the domestic problem posed by devaluation had been glimpsed, 
was the absence of consequential measures ; end, when this provoked the first 
fall in gilt-edged, the effect was accentuated by the continued inactivity of the 
Government brol The subsequent snowball effect in the markets arose from 
a less rational inf flu uence—from the fact that, when consequential measures were 
belatedly promised, public expectations far outran the political feasibilities. 

If devalu: ition had not provoked a “‘ show-down ” involving some retreat 
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from the characteristic policies of the past four years, it had at least provided 
the Government with an excellent excuse for more realistic action—and 
warnings of ‘‘ unpleasant measures involving sacrifices all-round ’’ encouraged 
the belief that the opportunity might not be thrown away. Quite suddenly, 
therefore, the standards by which the Government’s actions were to be 
measured were drastically stiffened. Instead of considering, say, the standards 
of Crippsian disinflation at its most austere—the kind projected, but never in 
fact enforced, by the Chancellor last year—people thought in terms of cuts 
sufficient not only to produce at least that degree of disinflation but also to 
make room for large “incentive ”’ reliefs and a general loosening-up of the 
whole domestic economy. From such premises as these, the estimates of 
necessary a could be raised to very large figures—to, say, £700 to £800 
millions, of which perhaps half would be intended to be “ given away ” in tax 
relief (or in additional family allowances, etc., to cushion the effects of cuts in 
subsidies). These, however, are the standards of ultimate necessity—as many 
people conceive it—to which Britain may come eventually by one route or 
another. They are not the standards of immediate political realism, and lie 
far beyond the principle of so-called “‘ equilibrium ”’ budgeting which inspired 
the original disinflationary policy in 1948 and then commanded so much 


respect. 
How INADEQUATE ARE THE CuTS ? 


These contrasting standards explain both the virtual unanimity with which 
Mr. Attlee’s programme was condemned at the outset (leading to the demorali- 
zation of the gilt-edged market) and the wide differences of opinion which are 
beginning to show themselves after more mature reflection. Beside a target 
of {700 to £800 millions, economies of perhaps £250 millions (which cannot 
take full effect for nearly twelve months) look merely derisory. Beside a 
prospective inflationary gap of, say, £350 to £450 millions before taking account 
of certain possible reliefs, the programme still looks inadequate, but it is not 
derisory. There has been so much confusion of thought on these matters that 
it is important to emphasize again that these are not like comparisons. The 
figures, of course, are not serious estimates but are given merely to convey 
broad magnitudes—which is all that even detailed and so-called scientific 
estimation can =. at this stage. The first comparison takes account of the 
demand for large reliefs in taxation, which may admittedly be indispensable 
eventually if Britain i is ever to stand surely on its own feet. But this comparison 
does not measure the immediate inflationary danger ; that is much less, and 
is better indicated by the second comparison, which makes no allowance for 
tax relief but takes account simply of the cuts needed to achieve a genuine 
disinflationary equilibrium. 

Except when psychological factors and a drive for liquidity take control 
of the markets, or except when monetary policy dominates the scene, the 
underlying pattern of interest rates is set by the extent of the inflationary gap 
and it needs to be kept in mind that this gap is reduced by any increase in the 
deficit in the external balance of payme ite, The gilt-edged market, therefore, 
should in the short run be concerned more with the second comparison than 
the first. A policy which aims merely at preventing the inflationary gap from 
reaching dangerous proportions may be—and indeed is likely to be—wholly 
inadequate to enable Britain to seize fully its post-devaluation opportunities to 
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reduce the dollar gap ; and yet may avoid throwing any large pressure on to 
interest rates. For the gilt-edged market, therefore, the difference between the 
first and second of these comparisons should be regarded as the difference 
between the long and the short view of its prospects. 

On the shorter view, something should perhaps be said about the £350 to 
£450 millions which has been put forward to indicate the extent of the prospec- 
tive inflationary gap. It has been assumed that the post-devaluation deficit 
on the overall external balance of payments (i.e. the pre-devaluation gap, plus 
the widening caused by the worsening of the terms of trade) must at least be 
closed ; but that a substantial part of the additional inflationary pressure thus 
caused will be offset, first, by increased production, and, secondly, by real 
Savings in consumption enforced by the rise in domestic prices of imported 
goods. This last assumption will be invalidated if wages are not kept in 
check. On the other hand, no allowance has been made for the fact, now 
gradually emerging, that in the pre-devaluation phase internal stocks were 
rising fast (the Chancellor has disclosed that Government stocks rose by {100 
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millions in six months, while comparable increases were probably occurring 
in private stocks of materials and work-in-progress). Had these increases not 
occurred (and, given the new pressures and opportunities created by devalua- 
tion, there is no reason to expect them to continue), the degree of domestic 
inflation existing before devaluation would have been very small ; indeed, 
in the statistical sense in which inflation is measured in national-income 
accounting, it would have been negative. 

With a little optimism, in fact, theoretical analysis on these lines might 
succeed in demonstrating that, if the projected cuts do fully take effect, the 
wholly account might actually be balanced, and with a margin to spare. In 
a political sense, unhappily, this is virtually a reductio ad absurdum. A neat 
disinflationary equilibrium, however “‘ genuinely” it achieves its overall 
balance, will never suffice to compress the economy into the necessary shape ; 
it becomes daily more apparent that some degree of disinflationary slack is an 
indispensable prerequisite of any real progress—involving, not indeed any large 
unemployment, but simply some room for movement. This, however, is 
demonstrably ruled out by the present Government. There is no reason to 
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suppose that it would tolerate now even the moderate degree of disinflation 
from which it shied in the summer of 1948 ; and any statistical exercises which 
prove its intentions to be otherwise are clearly unrealistic. The Government’s 
target, as the Chancellor himself has admitted, is evidently to achieve the kind 
of equilibrium which was contemplated last April; if the disinflationary 
pressure went much beyond these modest bounds, there is little doubt that the 
Government would quickly try to stop it. 

If this is indeed the prospect, then surely the major crisis still lies 
ahead—but it might not come until E.C.A. ends. In the meantime, the early 
responses of trade to the stimulus of devaluation, before the effects on costs 
become fully apparent, will encourage wishful thinking about the adequacy 
of the steps that have been taken. Indeed, if the trade figures looked promising, 
it is possible that even a change of Government would not involve any really 
radical change in the pattern of disinflationary policy. In these circumstances, 
the domestic inflationary gap is likely to remain, but, if the projected cuts 
are duly enforced, it is unlikely to reach any really large proportions ; and 
the smaller the rate of external progress, the less will the inflationary pressure 
tend to be. On these assumptions, the pressure on interest rates is bound to 
continue, but, in the absence of any sudden liquidity crisis, there is no reason 
to expect the threat to be any larger in 1950 than it has been during these 
past two years. 

WILL CHEAP MONEY POLICy BE MODIFIED ? 

Any such conclusion as this assumes, of course, that there is no radical 
change in the Government’s attitude towards interest rates. This seems 
to be a reasonable assumption, despite the large adjustment which has occurred 
in the gilt-edged yield structure without arousing any appreciable official 
resistance. Even before the devaluation, the market was beginning to argue 
that the inactivity of the “‘ departments ”’ in face of so sharp a fall in values 
must mean, either that the available powder and shot was running short, or 
that the authorities had at last begun to regard the rise in interest rates as a 
constructive development in itself. This line of argument seemed the more 
surely based after the devaluation, when the market collapse carried the yield 
structure to levels well beyond the range customarily associated with cheap 
money in the past. The approach of the long-term rate for gilt-edged to the 
4 per cent. line led to much conjecture not merely about the need for conse- 
quential adjustments in other rates, but also about whether the authorities 
actually intended such adjustments. 

Paradoxically, the recent dramatic intervention of the Government broker 
is not in itself in conflict with such assumptions. After a phase of such extrava- 
gant weakness and such demoralization and when, moreover, a significant short 
position had been built up, it was natural, in any case, for the authorities to 
wish to test the true temper of the market and to try to calm the hysteria. 
Even if they had favoured a general rise in interest rates, they would not have 
wished to see the development of an irrational one-way market. In this sense, 
Sir Stafford Cripps was well entitled to claim—which he did with refreshing if 
ingenuous candour—that the Bank of England, using the resources of the 
Issue Department, had intervened “in the normal way ’’, with the object of 
squeezing the bears. There was certainly nothing either abnormal or repre- 
hensible in this, even though no net support (as distinct from mere switching 
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from one marketable stock to another) can be given without a corresponding 
creation of credit. It would have been a dificsent matter, however, had the 
Government broker bought largely or aggressively, in an obvious effort to 
resist the current trends of the market. He did neither of these things ; the 
intervention was skilfully arranged for the psychological moment, when a 
pause in the decline had already led the bears to debate the wisdom of cov ering, 
and when, therefore, the maximum result was achieved from a very modest 
official outlay. 

This particular incident, therefore, is not in itself revealing. It merely fits 
into the pattern of the past eight months or so—the pattern set first by the 
decision not to call the 1949-51 War Bonds and since developed by the aloofness 
of the “‘ departments ”’ from a falling market. Other recent indications, how- 
ever, show something of the motives behind this policy. Despite the increasing 
anomalies which are arising in the structure of interest rates as a whole, the 
authorities have plainly show n that they do not wish the large rise which has 
occurred in gilt-edged rates to be communicated to other rates. The increase 
in the lending rates of the Agricultural Mortgage Corporation from 3} to 4 
per cent. has presumably been regarded as a special case, though the reason 
for this is not apparent. But on all other major rates within their purview the 
authorities have decided against any increase. The rate at which local authori- 
ties borrow from the Public Works Loans Board (financed in its turn by loans 
from the Exchequer) for housing and associated purposes remains at 3 per cent. 
for loans of over 15 years; and the Chancellor has announced that it will 
not be altered. Similarly, he has “ carefully considered ”’ the question of an 
increase in short money rates, and has concluded that “ on the balance of 
considerations there is no advantage to be gained” by raising them. In the 
absence of a radical break with precedent, this perforce means that there can 
be no increase in bank advances rates, apart from such stiffening as may arise 
from the action of the banks themselves in imposing more rigorous tests of 
credit-worthiness. In any case, by sending to the banks, through the Governor 
of the Bank, yet another directive on lending policy—a directive which, this 
time, is a mere exhortation, couched in vague terms, to avoid lending for 
purposes which might be “ inflationary ’’—the Chancellor has shown again his 
preference for “planned ”’, discriminatory restraints instead of the old- 
fashioned restraint of increased charges. 

The cumulative effect of all this evidence is unmistakable. Despite the 
extent of the rise which has been “ permitted”’ in gilt-edged yields, the 
Government is no more disposed to abandon the bastions of cheap money, or 
to use interest rates generally as a means of control, than it was, say, two 
years ago when the opposite policy of trying to force rates down was defeated 
by sheer pressure of circumstance. Does this mean, then, that the market's 
alternative deduction—that the ‘‘ departments”’ must be running out of 
ammunition—is correct ? It would be very rash to suppose that to be so. 
This is not a question, as is sometimes fallaciously assumed, of the size of the 
true budget surplus, but simply one of the extent of the current accumulation 
of credits in particular fu nds and of the state of their existing capital stock. 
[t is surely inconceivable that the holdings of the “ departments ”’, including 
the Exchange Account and the Issue Department of the Bank, are so deeply 
ventured in long-term securities, and in short-term securities which must be 
held against impending redemptions, that further switches from floating 
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debt (i.e. mere book claims against the Treasury) to marketable stocks are not 
feasible. And even if that were true, the new accruals of credits (e.g. in the 
Social Insurance Fund) would soon restore a mobile balance. 

All the evidence suggests, therefore, that the non-intervention in the past 
six months of falling markets (and the extreme restraint shown in the recent 
sally) reflects neither any undue shortage of mobile resources nor any approval 
of the rise in market yields. It means simply that this year the authorities 
have definitely learnt the lesson of the Daltonian phase—the lesson that it is 
dangerous, and probably futile, to try to swim against the tides in these 
particular waters. For other waters, the lesson has still to be learnt. But in 
this case the danger signal is relatively plain : any intervention means creating 
new credit, by which alone the nor ninal resources can be turned into actual 
cash for market purchases, and large intervention means large credit creation. 
The motive behind official policy is not any belated recognition of the merits 
of rising rates, but simply fear of the conse quences of credit inflation. This 
being so, the anomalies in the whole rate structure are likely to become pro- 
gressively more pronounced as natural forces exert their effect, within the 
limits of physical control of investment outlay, upon gilt-edged. But if 
official policy follows a consistent pattern, there will be no move to redress the 
rising disequilibrium in the rate structure unless and until the pressure becomes 
overwhelmingly strong. 

In these circumstances, it would be wise not to put overmuch reliance 
upon the part which interest rates are likely to play in adding their quota of 
pressure to the inadequate disinflationary force which will be exerted by the 
specific cuts. A number of recent comments upon the consequential measures 
have suggested that, in assuming their utter insufficiency, people have paid 
too little attention to the added effect of this natural force. Perhaps this is 
true ; but mainly in the sense that, in the past, this effect has been almost 
wholly overlooked. Obviously, the deterrent effect of a long-term gilt-edged 
rate of, say, 3? per cent. or more is far from negligible, especially in a situation 
in which div ide nd limitation imposes a more than usually rigid link between 
industrial yields and the “‘ pure’ rate of interest. But it remains true that 
in the two sectors of the economy in which rising rates could exert most 
speedy and potent effect—upon housing and upon the level of industrial 
stocks—the direct interest costs have not been chaeeetd. The rising yields in 
the Stock Markets will not, of course, leave the costs of financing stocks 
entirely unaffected, but the really critic al and rapidly operating rates in this 
sector are those for bank advances and for finance by acceptance credit. 
Similarly, on the other side of the account, the rates which in present conditions 
have most relevance to private savings—the rates offered on small savings— 
are likewise unchanged. 

There need be no surprise, perhaps, that a Government which shrinks 
from a sufficient disinflation when imposed by the devices of deliberate planning 
shrinks also from the restraining devices of the market-place. It is denying 
itself every weapon which might be really effective. In the circumstances, we 
must bi thankfal that the rate of interest is being allowed to do any work at 
all. But it would be foolish to expect its partial functioning to achieve miracles 
—if only because this Government will certainly take fright if any instrument, 
Whether of planning or freedom, threatens to produce any genuine disinfla- 
tionary slack. 
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Convertibility within Europe 


HE recent meeting in Paris of the Council of the Organization for European 
"[ Economic Co-operation coincided with, and indeed brought to a head, 

something of a crisis in Marshall Plan affairs. It found O.E.E.C. at the 
lowest ebb of its two years of existence. In particular, the mood among the 
European participating countries was embittered by resentment at the devalua- 
tion of sterling. To Britain’s critics on the Continent, it seemed hardly to 
matter that the urge to devalue had come so persistently from them themselves, 
or from their other colleagues on the » O.E.E.C. It was, therefore, an irritated 
and suspicious assembly of recipients of Marshall Aid who met in Paris to 
discuss progress to date and to study the way ahead. 

The atmos] here, however, was to be further disturbed by the presence and 
participation of a clearly impatient and disappointed Mr. Hoffman. The chief 
of the Economic Co- oper: ition Administration is now looking a few weeks 
ahead—-to the ordeal that will face him when the United States Congress is 
presented with the request for a third year’s appropriation for Marshall Aid. 
When the participating countries signed their basic E.C.A. agreements with 
the United States they undertook, among other things, to utilize the aid given 
them as a springboard in their advance towards the effective economic integra- 
tion and unification of Europe. These operative words were not carefully 
defined ; but even in terms of the loosest and most lenient definition possible, 
it cannot be claimed that Western Europe to-day furnishes any evidence of 
having satisfied that condition. M. Van Zeeland, the Belgian Foreign Minister, 
may have been guilty of some exaggeration when he rece ntly accused O.E.E.C. 
of having limited its activities to the distribution of Marshall dollars and to 
have done nothing for economic collaboration in Europe. But in practice 
O.E.E.C. achievements come much nearer to M. Van Zeeland’s unflattering 
definition of them than to the ideal that had been expected by the United 
States. 

That was what Mr. Hoffman had come to Paris to say to the Council of 
O.E.E.C., a body which he had not met for some fifteen months. The customary 
courtesies were, of course, exchanged—among other congratulatory things, 
Europe was told that its productive performance had been wonderful, and that 
the Communist tide had been held at bay. But there were plenty of “ buts” 
Mr. Hoffman wished O.E.E.C. to move ahead on a far-reaching programme to 
build in Western Europe “a more dynamic expanding economy which will 
promise steady improvement in the conditions of life for its people ’’. What 
he wanted, he said, was “ an integration of the Western European economy ’ 
Unlike most Americans who have hitherto pronounced on this loose, intangible 
word, Mr. Hoffman attempted a definition. The substance of such integration, 

he said, would be “‘ the formation of a single large market within which quanti- 
tative restrictions on the movement of goods, monetary barriers to the flow of 
payments, and, eventually, all tariffs are permanently swept away ” 

Mr. Hoffman gave his customary justification of this demand : an exposi- 
tion of the manner in which the United States had benefited by its single 
market of 150 million consumers and the consequential argument that the 
creation of a permanent frecly-trading area comprising not 150 but 270 million 
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consumers in Western Europe would have a multitude of helpful consequences. 
Mr. Hoffman asked that the nations of Western Europe should, by early next 
year, produce “‘ a record of accom] olishme ‘nt and a pro; sramme w hich together 
will take Europe well along the toad” towards economic integration thus 
defined. Mr. Hoffman’s target date, early 1950, is pene because it is then 
that the next request for Congressional appropriations for E.C.A. will be going 
forward in Washington. Mr. Hoffman has his ears close enough to the ground 
of Capitol Hill to know that, without some such record of accomplishment and 
promise, his coming request may fare badly. 

' In effect, however, Mr. Hoffman then proceeded virtually to deny the 
feasibility of his timetable by setting out five prere quisites to “‘ integration ”’ 
ifit is to have any real meaning. The first of these is almost sufficient by itself 
to rule out all possibility of effective action within the next few w it is 
nothing less than “‘ a substantial measure of co-ordination of nation om fiscal 
and monetary policies’’. There is nothing wrong with Mr. Hoffman’ Ss insight. 
He sees absolutely clearly when he argues that trade and payments cannot 
long remain free among any group of countries within which there are widely 
divergent degrees of inflationary or deflationary pressures. He is quite right 

in pointing out that, unless individual countries accept the ites for some 
co-ordination of domestic and financial policy, the chances of eliminating even 
the most restrictive types of control over international trade will be extremely 
dim. But, having said this, and having taken one look at Europe to-day, 
sweeping his glance from the over-rigid, potentially - inflated, yet austere 
economy of Britain to the free and easy and overtly inflated economy of 
France, and beyond that to the orthodox, deflated economy of Belgium, he 
must take a very poor view of the prospects for some co-ordination of this 
heterogeneous group, not merely by early 1950, but even by 1952 when his 
wn immediate personal concern with the European Recovery Programme will 
presumably be over. 

The other four “ prerequisites ’’, though somewhat less sweeping, are 
scarcely less important than the first. The second point was particularly 
interesting and significant : it called for the provision of further machinery 
to promote the ease with which exchange rates may be adjusted. Mr. Hoffman 
pointed out that there would be need for changes in exchange rates if and 
wherever prices and costs in one country diverged too seriously irom those in 
other countries in the group to be brought into line by internal measures 
alone. Evidently, he has in mind the possibility of setting up within Europe 
systems of floating exchange rates subject to the ultimate sanction and super- 
vision of the International Monetary Fund. 

There were further hints of this conception of a balancing mechanism in 
Europe in some of the other points which Mr. Hoffman laid down in his speech. 
He pointed out, for example, that there was still bound to be a tendency 
towards temporary disturbances in the flow of trade between countries, and 
he suggested that the whole impact of these disturbances should not be allowed 
to fall upon the gold and dollar reserves of the individual countries. He believed, 
therefore, that an essential part of any plan for integrating the European 
economy ‘‘ must be a means to cushion the effect of these inevitable temporary 
disturbances ’’. He also pointed out that the march towards the creation of a 
single European market might be facilitated by making the journey in stages, 
creating groups of two, three or more countries within which there would be 
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freedom to trade but achieving this regionally without, in any circumstances, 
creating new or higher barriers to trade within Europe than already exist. 

The ] rinciples which emerged from this considered speech were in fact the 
same as those already very tentatively suggested in the proposed formation 
of a French-Italian-Benelux Union and in the similar proposals for the three 
Scandinavian countrie s. In the first of these groupings it is suggested, as was 
explained in THE BANKER last month, that a system of floating exchanges 

should be established which would be anchored to gold or the dollar via one 
or other of the currencies concerned but which would ensure the maintenance 
of equilibrium between the participants, not by the extension of mutual credits 
or mutual readiness to hold one another’s currencies, but by allowing their 
rates of exchange to move according to the free play of market forces. Such 
a system would satisfy one of the conditions demanded by Mr. Hoffman— 
that of ac jjustable, elastic exchanges—while the provision of Marshall dollars 
to support such a plan would supply the cushion which would, for a time at 
least, soften the shock caused by the disequilibria of balances of payments 
which would certainly be present at least at the launching of the scheme. 
Studies of this and comparable schemes are proceeding, but the difficulties 
that stand in their way do not diminish under the scrutiny to which they are 
being subjected. As Mr. Hoffman so clearly envisaged in his first “ pre- 
requisite ’’ of real economic integration, the main obstacles to progress in this 
direction are shown to be the variations in both fiscal and monetary policies 
of the potential participants. 

If, therefore, the work of integration and of re-establishing greater inter- 
convertibility of European currencies is left to these gropings towards European 
— the prospect seems highly unpromising, both for them and, incidentally, 
for the future of Marshall Aid itself. What, in this situation, is Britain doing 
in this particular context ? What she is doing is one thing ; what she is saying 
is perhaps quite another—and of the two it is so far the latter, the words, 
which have made the most vivid impression upon European opinions and 
views. It was Sir Stafford Cripps who led the answers to Mr. Hoffman and 
his was a performance in which the best of intentions were couched in the 
Chancellor’s most acidulated manner. He agreed in principle with everything 
that Mr. Hoffman had s aad, but when it came to promises or commitments, he 
advanced every possible ol bjection and reason for caution. Nor did he omit 
to se out that the experiments of closer integration between Belgium and 
the Netherlands and the project of a customs union between France and 
It ily had both revealed grave difficulties. These showed that it was not a 

nple matter to work out practical plans to achieve this goal of integration. 

Stafford added that Britain recognized the benefits that flow from multi- 
ral exe hanges of the kind that Mr. Hoffman had in view—incl ed, as the 
centre of the largest multilateral trading area of the world, Britain could 





hardly do otherwise. But precisely because Britain was banker and broker 
to this area of relative freedom—the sterling area-—‘‘ we could not integrate 
ur economy into that of Europe in any manner that would prejudice the full 
discharge of these responsibilities’. Hence the limit to which Sir Stafford 
Cripps is ready to commit Britain : “ we are ready to examine sympathetically 

y scheme which involves our closest association with grot ps ol participating 
co h association is consistent with our policy as I 
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So unfortunate was the effect of this speech on European opinion that thx 
Chancellor of the E; cchequer he id to return more fully to the su bj ct in a state- 
ment which he made last month at a press conference in London. Even in 
this statement he unbent no further than he had done in “Puske - he still stre ae 
the paramount obligation which Britain had of safeguarding its gold < 
dollar reserves ; and he argued that Western E urope, no less than Britai un, 


would be damaged if in the process of developing freer trade within ge8 
Britain did anything to impair the arrangements which make possible the 
existing freedom of trade within the sterling area. But, while holding his 
ground at these points, the Chancellor did muc h to clear away the misconcep- 
tions about Britain’s attitude by expk ining far more fully than he had done 
in the past the contribution which sterling is in fact bringing to the com- 
mercial recovery of Europe. There can be no doubt, as he pointed out, thai 
trade between Western Europe and countries in the sterling area has been 
greatly facilitated by the fact that trade throughout this area is conducted 
on a multilateral basis made possible by the common use of sterling as an 
international currency. He contended that it is just as important to Western 
Europe as to Britain that the sterling area should be maintained as a flourishing 
organism. 

Has not the point arrived, however, at which that flourishing erganism 
might flower a little more in Europe itself ? A number of European countries 
are already within the transferable sterling account group, within which there 
is automatic freedom to use sterling multilaterally for current transactions. 
All the others can use sterling for transactions with non-sterling countries if 
the Bank of England specifically authorizes such use—and many authorizations 
are made. In other words, the machinery to achieve the effective inter- 
convertibility of European currencies through sterling is almost ready to hand. 
All it needs is the touch of the lever which would switch all the currencies in 
question into the transferable account system. There are still risks that 
would attend such a move. But they are far less than they were a few months 
ago. The main danger point, Belgium, is losing its menacing potential very 
rapidly. That country has lost its monopolistic powers as an exporter of steel 
in Europe, and it has thereby lost its ability to “ tie ’”’ its exports of inessentials 
to essentials. It has been left by the recent realignment of currencies as a 
comparatively high-priced, high-cost country. Already its sterling balances 
have fallen below the gold ceiling. For Britain to shy at the prospect of 
extending the transferable account system within Europe for fear of losing 
more gold to Belgium is perhaps taking fright at phantoms of the past. 


The British authorities have not yet realised how greatly the external 
status of sterling has been strengthened outside the dollar group by the recent 
readjustment of exchange values. The re-establishment of effective inter- 
convertibility of currencies in Europe will be achieved far more readily by 
using an existing mechanism than by setting up new super-structures, whatever 
their names—Fritalux, Nordenswe, or Federal Reserve Banks for Europe. 
Sterling and the banking mechanism of London stand ready to step into this 
breach. It n ds only a little courage and audacity, qualities in which Britain’s 
leaders appe: ¢ so deficient to-day, but which in this particular context might 
yield dividends out of all proportion to the risks which such an extension of 
the sterling area in Europe would involve. 





¥ c ee oe? 8 | ees ies a . 
indias Balance of Pa Yyiments Pr oblem 
J 
. ‘ 
By A. R. Conan 
a i lia x 1 { situation over t] 
j \ wD) } ) l ) ( l ) ) 2UCi ) als - 
j } 1d l i i i } is n $saril 
) bi « ti ) i Dut t puvd L mn, to 
i > ec oW ) ) in int i in of 








; is Wien | 
ir, | » | lla 
i l J) " . >t 4 
| 
( ii} 
“A \ I \ 1 Ww 1 
ti 
: 
f 
eI 
u 
! ) L 
l ( ! : wed signs 
) 1] 
ges on account 
( rt , met 
ar nately 
i i i ill as & 
( es, W 1 10 set by r ts 
(mal ccou! A it in 1947. The 
n Dit iter were, ior the mos ! oncrous than before the 
au 10U cure given for interest payable on private investment 
was, in lit uttered, there wv now a very large miscellaneous debit 
rhaps also partly for interest payments). The net effect of all these changes | 
reflected in the adv balance on current account ; in 1946, when the | 
United Kingdom was still, as during the war, disbursing large sums on military | t 
und other account in India, this was only about twice as great as that in 1938-39; | 


rchandise and gold increased and Govern- | 


in 1947, however, when imports of m 
ment receipts fell heavily, the net deficit was nearly ten times the 1938-39 figure. 





Sce Reserv f India Bulletin, July, 1949. 
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trade is concerned, the effect of partition on exports seems to have been rathet 


might have been expected. Exports from the new (post-partition) 





India in 1948 to countries other than Pakistan were only slightly less than 
all-India’s exports in the preceding year. Since export prices rose by nearly 
20 per cent. during the year, the actual shortfall in volume was to a large 
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extent offset by price changes. Overseas imports into post-partition Indi 
in 1948 were about the same as for the whole of India in 1947 ; here also the 
level of trade was sustained by the rise in prices during the year, although 
this increase was only of the order of 10 per cent. 

The official figures, however, need adjustment. In the first place, account 
must be taken of trade with Pakistan ; for the fiscal year 1948-49 this showed 
a balance adverse to India of Rs. 33 crores. There are no figures of this trade 
for 1 48, but the total adverse balance given in Table II should presumably be 
increased by about that figure. On the other — the figures in the tabk 
include, under Government imports, a sum of Rs. 60 crores paid to ver United 
Kingdom for defence stores, which may fairly be regarded as a capital or non- 
recurrent item. Allow me for these two adjustme nts, the true adverse trade 
balance for 1948 may be put at approximately Rs. 75 crores (that is, just 
over £55 millions). 


INDIA’S CURRENT BALANCE OF PAYMENTS IN 1948 (a 





, t 


Sterling Area Hard Curre Other Areas Total 
\re 
Net Net Net . - Net 
Merchandise 

Private 715 159 +56 140 6118 22 7 i 3 434 352 +81 ' 

Government 128 125 52 — §2 3 3 - 184 -184 
fravel, transport | 
and insurance. . 5 i3 -— § I ry > 6 6 « $6 . 
interest, etc. 12 25 =~ 33 5 5 12 ; a 28 ( 

Govt. transactions 23 32 9 I o - & 3 - 3 25 45 20 

Other transfers (b) 13 5 +8 3 I 2 a 16 6 +1 
Miscellaneous . 44 13 +31 ° 3 -— 4 2 H=-9*9 49 31 «+19 i 
TOTAI 313 377 — 64 148 195 — 47 Sr 93 -I2 542 665 -123 
1) Excluding transactions with Pakistan : 
(d) U nilateral transfers, mainly emigrants’ remittances t 
, ; P : cl , ; ‘ q 
The figures for the invisible items are of interest mainly because they show , 
that these have now become relatively unimportant. Gross Government : 


commitments overseas amounted to some Rs. 45 crores, but were still to a 1 
large extent offset by receipts from abroad, so that the net debit amounted to 


no more than Ks. 20 crores ; the arrangements for funding pensions charges | 
should now effect an additional reduction of nearly Rs. 10 crores. The sums P 
needed for the service of private capital were recorded at about the sam ; 
figure as that for the total debt service of pre-war India, but were in part ‘ 
offset by a contra item made up chiefly of interest on sterling balances ; it ‘ 
should, however, be remembered that revenue from this source will decline as 7 
these balances are drawn on. The net debit for travel, transport and insurance i 
was offset by receipts from emigrants’ remittances and there was a large net l 
credit from miscellaneous or unclassified transactions. In the ageregate it . 
will be found that the invisible account showed a debit balance of only some . 
Rs. 20 crores, a marked improvement on the pre-war figure of Rs. 45 crores. C 
Allowing for changes in price levels, the improvement is, of course, much C 


greater than would appear from the mere comparison of these two figures ; f 
its significance may be appreciated more easily from the fact that while befor . 
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t tk 


he war the net debit balance on account of invisible items was approximately 
25 per r cent. of total exports, last year it was less than 5 per cent. 
ges is that the Indian balance of payments 


problem is now essentially a function of the deficit on trade account. It is in 


* + cr *t } a chan 
The net effec of all these chan 


terms of this that the implications of these figures for the future must be studied. 

is possible to maintain, however, that the situation in 1948 was a good 
leal less serious than might appear from the official figures. If, as has been 
suggested above, the real adverse trade balance was about Rs. 75 crores, and 
if a large part of this was accounted for by capital goods, the pos ition ct yuld 
perhaps be regarded as moderately satisfactory, since an adverse balance of 


that size might not be excessive in relation to India’s tre ide and paenenetion 





esources. It should, however, be said that later figures indicate a serious 
leterioration in the first three months of 19 49, the total adverse trade maneaane 
for the yeai 1 March, 1949, being no less than Rs. 217 crores ; further, this 
idverse bala V 1ot attributable primarily to the import of capital ote 
since the cost of food imports from overseas (that is, excluding those from 
Pakistan) totalled Rs. 131 crores. Thus, had it not been necessary to import 
foodgrains on so large a scale, the deficit would still have been of manageable 
OT n 
The fac t the iood situation therefore merit close attention. Before the 
war, India’s net imports of food did not exceed 0.5 million tons per annum 
1948-49 tliey amounted to about 3 million tons and for the 
expected to total 4 million tons, which may cost Rs. 150 
ious factors have combined to produce this result: the decline 
al output even before it was reduced further by partition, the 
population, and the increase in demand resulting from higher 





money incomes. [It is now recognized that imports on such a scale cannot be 


ulowed to continue and that an attempt must be made to right the balance ; 
the Self-Sufficiency Food Pian, announced in March, 1949, accordingly provided 
that foodgrains would not be imported after 1951 and that home production 


must be expanded so as to meet all domestic needs (these needs themselves 
ire not —— since with population increasing at the rate of some 4 millions 
per annum, an extra 0.5 million tons of foodgrains are required each year). 
Che Plan calls ee rhaps somewhat ambitiously) for an increase in the output 
of foodgrains by over 4 million tons per annum within two or three years. 

The second major factor in the import problem is the extent to which 
capital goods needed for development purposes can be secured and paid for in 
present circumstances. It is uncertain how far the development plans worked 
mut during the past few years can be put into effect and any estimate of their 
cost must necessarily be provisional. It is clear, however, that the execution 
of these plans would involve heavy imports ; a recent official estimate envisages 
import ts of capital goods at the rate of about Rs. 140 crores per annum. U ntil 
lately such imports were on a rather restricted scale and the total value of 
machinery imported reached only Rs. 80 crores in 1948-49; the effective 
execution of development plans might thus add another Rs. 60 crores to 
current import figures. Much of this expenditure might, of course, be properly 
covered by borrowing from external sources, but the amount so far obtained 
from the International Bank (44 million dollars) is obviously but a small 
part of what will be needed if these plans are to be carried through. 
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food produc e same tit it is doubiful if the domestic output ithe 
cot 1 or jute ¢ xpanded 1 rapidly 
With the demand for imports set at these lev it is clearly desirable t 
increase €X] although this would require versal of current trend 
there is, for insta , SOI vidence that high prices, partly due to high was 
and partly due to the high cost of jute and other raw materials, have begun t : 
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| wo furthe nts which may c ition future development 
m1 be briefly mentioned. The first is the devaluation of the Indian rupe I 
‘ f I e dollar and the Pakistan rupee. The balance of payments ( 
heure how the net hard currency deficit for 1948 as neariy Rs. 50 crore 1 
The deficit with the United States alone was appreciably larger, exceedin; 
Rs. 60 crores ; even after the agreed cut in dollar imports, a similar figure is 
in prospect for 1949-50. It remains to be seen whether imports of food, which I 
in 48 accounted for two-thirds of the hard currency deficit, can be reduced ] 
and whether the possible stimulus to exports to Pakistan and the dolla 
countries offered by devaluation will be offset by the increase in the price of jute 
imported from Pakistan. Secondly, any overall assessment of the balance of 


payments problem shows that a deficit exceeding Rs. 200 crores per annum | 
is far greater than can be maintained for more than a short period. If it were ( 
to continue unchecked, it would soon use up the foreign assets of the Reserve 

sank, now standing at under Rs. 800 crores. In the circumstances, it is ( 
unnecessary to emphasize India’s eagerness to reduce the drain on the reserves I 
by increasing exports and, if the capital is forthcoming, by borrowing from I 
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re Prospects for Benelux Improving ? 
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By a Special Correspon dent in Holland 
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‘ = c.. ; , 1 } } , 1 1 . “<< wian antr trahina nhncta, 
transi irom ft ‘ L 1 ti t Droved an Intractabdie ¢ tact 
in the way of « mic union, lat is mainly due to it that July I, r940, 
passed br without becoming D-d or Benel 

During the cot rence ¢ elux ministers at The Hague last M i 
July r had | esl ted ast ting la for t eT lof U ) 
T “és T.. : ’ 
ins :rc< n O a i il I On O) 
nutual trad i I i trae ind 1 nei policy ant 
some prelimi ( t f trade are its with tI 
outsi orl tem I » | ‘ year until y J O50, when 
the full economi i Oo some suc ful last-mint tinker 
with the machin due to begin to work. On July 1, 1949, however, the 
new intra-European payments scheme had still not been worked out at Paris 
nothing was known about drawing rights to be granted by Belgium-Luxembur; 
to the Netherlan Belgium-Luxemburg was very h itant to grant new and 
extensive credit partner, and the Netherlands was very hesitant to lay 
itself open to ] ible further gold and dollar losses. Moreover, the Belgiai 
Cabinet crisis mad impossible toreach any far-reaching decisions a iat tim 

fhe recent conference of the Benelux ministers, held at Luxemburg h 
mid-October, might therefore have beena rather uneasy one but for three new 


developments which came just in time to give it a chance of success. Firs 
the O.E.E.C.’s original plans for liberalization of intra-European trade wert 


f 
hailed as providing an excellent framework into which the “ Pre-Union ” 


tae 1] a aod Res ts 4 . i sae ‘i. 
scheme couid nt. it might be wW € tO i€2ave S point asia nel Ot ONLY 
because it is difficult to see how a simple liberalization of trade will solve 
problems of trade deficit (it might even make them worse), but also because 


a more ambitious scheme for freeing intra-European trade has been adopted 
by O.E.E.C. since Mr. Hoffman’s visit to Paris. Secondly, some encourage- 
ment was derived from the fact that the ‘Agreement for intra-European 
Payments and Compensations for 1949-50” had been signed at the beginning 
of September. Under this, Belgium-L = <emburg will grant drawing rights of 
$101 millions to the Netherlands ; the Netherlands will also receive ‘additional 
credits in Belgian francs to a value of $38 millions. These credits, however, 
must be set ae the fact that the Dutch programme for 1949-50 (as sub- 
mitted to O.E.E.C.) put the estimated trade deficit with Belgium-Luxembur; 
at about $170 mi ili ions in the year. It is clear, therefore, that great store 
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well make the situation still worse. The 1948 annual report of the Netherlands 


Central Bank says that “ it is probable, in the light of pre-war experience, that 
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the natural bilateral relation between the two countries necessitates a Dutch 
trade deficit which cannot be covered by a Dutch surph is on invisible items. 
Before the war this brought no difficulties because the deficit could easily be 
ered by Dutch surpluses with third countries. ns creation of such sur- 
pluses has now become much more difficult. Moreover, Belgium-Luxemburg 
itself already has a trade surplus with those countries which, in principle, 
most easily offer a surplus for the Netherlands ”’ 

There is, however, a wider context in which the events of mid-September 
might prove to be important for Benelux. The text for this can be found in 
t, in order to cover the 
Dutch deficit wholly or in part, “ the parties agree in principle to use for this 


: ' £4 e - +; y of h + ’ ~ + } 
purpose tnos currencies which, aiter common study, mignt appeal to be 


the resolution accepted at the October conference tha 


sen for the creditor ’’. This should be read in the light of two significant 





‘ area shows a surplus at the 
te 


moment ; and, secondly, that Dutch trade with France is expected to show a 








SUT} Hus in th - near future. For the present, the possibilities inherent in the 

> Neth ran ls-Belgium-France should probably be left aside, not only 
aie ise the N therlands is still a debtor in trade with France, but also because 
both Belgium and France would have to agree that B lgium could become a 
creditor in French francs. Much more significant is the possibility—as it seems 
from this sid t Holland’s st rplus might be used for this purpose. 
Ur { n look ’’ of the divi R.P. aid, Belgium-Luxemburg will 


llions in 1950-51, against $312.5 millions in 1949-50, so that 


hes of purchases from the dollar area to the sterling area might 
become necessary, and it is believed here that there is still a chance that 
sterling will become a hard (or at any rate a harder) currency as a consequenc 
devaluation. This may seem rather too optimistic, but Dutchmen still hope 
that the economists of the future, reviewing the history of Benelux, will be 
able to say after all that the sterling dev: uation of September, 1949, was the 
decisive element in creating the full economic union of the Low Countries. 

Reasoning of this sort is necessarily speculative. The same is true of the 
argument that, as a consequence of the devaluations, the 1949-50 drawing 
rights, which are expressed in dollars, will have to be revised in terms of local 
currencies. If this does happen, the covering of the Dutch deficit will be facili- 
tated. It must not be forgotten, however, that the drawing rights have been 
calculated on the basis of deficits in local currencies. Finally, there is some 
hope here that the E.C.A. plans for creating a fund of $15 ) millions for projects 
designed to liberalize intra. European trade might have some bearing on 
Benelux progress in 1949-50. 

Meanwhile, the resolutions of the October conference show that the Benelux 
ministers have, on the whole, taken a realistic view. A hard struggle was 
fought on the problem of Dutch gold and dollar transfers, a struggle which 
even brought the conference to a deadlock for about 24 hours. The solution 
eventually agreed upon was that trade deficits between the partners should 
initially be financed by a credit from one to the other of an amount “ com- 
monly to be agreed upon’. If this credit is exhausted the creditor will have 
the right to invite the debtor either to ask for assistance from the International 
Monetary Fund, , or to make payment in gold or convertible currencies. These 
statements are followed by the crucial sentence: “If the debtor, taking into 
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mea 
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vas not uliva vires Section g2 of the Constitution—then nationalization could 
probably have been achieved by degrees by the closing of each bank, pre- 
sumably one by one, by express prohibition, whereupon the business would 


have been taken over by the Commonwealth Bank. 

Section 92 has probably provided grounds for appeal against mx 
tion than any other section of the Commonwealth Constitution. It I 
been the Courts’ practice to interpret this section in its broade: 
the judgment in this instance has not altered this tradition. 


* See “ Australian Bank Nationalization Decision,” in THE BANKER f 
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The legal position is perhaps the clearest and can be simply stated. Banking 
in its present form cannot be prohibited. No government could hope to 
enforce a prohibition without first securing an amendment to the Constitution 
by referendum 

The banks and their supporters have always favoured a referendum, but 
the Government has always resisted any such suggestion. In any case, no 
referendum is possible before the election, since the writ of dissolution of 
Parliament has already been issued. Moreover, there is no reason to suppose 
that, if the Socialist Government is returned, it will have any greater predilec- 
tion for a referendum (even though hints of a change have appeared in the 
Press) than it had during the term just ended. However, if there is to be any 
effort to amend Section 92 at any time in the near or distant future, it would 
rest with the banks to maintain their vigilance to ensure an adequate public 
awareness of the possible consequences. 

On the other hand, apart altogether from the question of such an amend- 
ment, it is by no means certain that trading banks will be able to survive in the 
protection of the Constitution if the 1947 Banking Act is resurrected in a 
form which, while complying with the requirement of “ just terms "’ of com- 
pensation, includes regulatory provisions to restrict the operations of the 
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banks and slowly force them out of business. In that event, it is true, there 
would still remain recourse to the High Court ; but the outcome of any appeal 
would depend entirely upon the legal interpretation of the new provisions, and 
neither the Socialists nor the banks appear to have any grounds for confidence 
on this score at present. 

Economic factors are not quite so clear. Broadly, it would appear that the 
original aim of the Government in August, 1947, was to prevent the collapse of 
Treasury control of bank credit which the Government feared might flow 
eventually from its failure to enforce one of the provisions—actually it was a 
very minor one—of the 1945 Banking Act. Earlier articles in THE BANKER* 
have demonstrated how exaggerated these fears really were. However, there 
was a subsequent development in the announcement by several of the States 
that if trading banks were closed down or were in any other way supplanted 
by a Federal Government monopoly bank, then the States would open their 
own banks with a good spread of branches throughout each respective State. 
In fact, some States already possessed a sufficient branch-bank framework to 
enable them to put this threat into immediate effect. 

Any attempt to interfere with such new State banks would be completely 
ultra vires the Constitution and no provisions of the 1945 Banking Act could 
be enforced against the States, which, of course, retain residuary sovereign 
rights. Consequently, the Commonwealth Government, which at present 
exercises a somewhat tighter control of banking than obtains in any other 
English-speaking country, could lose all effective control of credit policy in 
the States concerned. 

The underlying significance of such possibilities cannot be fully appreciated 
without reference to war-time experience of financial relationships between 
the Federal and State Governments. During the war, at a conference between 
the Prime Minister and all the State Premiers, an agreement was reached 
whereby all income tax was to be collected by the Federal Government and a 
proportion handed back to the States by the Federal Treasurer (in ratios which 
have subsequently caused considerable distress in some States). After the 
war, State Premiers made representations to have this taxation agreement 
rescinded and thus to restore State income tax collection machinery, but the 
terms were such that the Federal Government was able to refuse without 
fear of any Constitutional appeal to the High Court. This has generated an 
acute bitterness in all State Houses toward the Commonwealth in the matter of 
revenue. All State Premiers feel that there is already too much financial 
control from Canberra and many State difficulties are promptly laid at the 
door of the Federal Treasury. Against this background, it needs no effort of 
imagination to perceive what an opportunity State banks would provide for 
State Treasuries ; the Central Bank as such would soon cease to be effective 
unless the Federal Treasurer could reach a working agreement with the States 
a somewhat remote possibility. 

Another aspect mainly economic in its implications is the world-wide 
acceptance of central banking as a proper national function. Although bankers 
in Australia are wont to object from time to time to the particular methods 
adopted, it is interesting to observe that principles are seldom assailed. It is 
generally recognized that the hesitancy and uncertainty of national financial 
policy in the early 1930s must not be repe ated, and that a sound central bank 





* See esp cially the issue of January, 1948. 
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The New System of Housing Subsidies 
By T. J. Sophian 


HE building programme—and especially the private enterprise section of 

it—now lies under the economy axe, which is here to be wielded by a 

tightening up of the familiar apparatus of licensing. In this sphere, as 

in so many others, the Government’s financial policy, including the structure 
of subsidies, is violently in conflict with the objectives of its physical planning. 
It is not generally realized that, less than three months before the Chancellor 
foreshadowed the cuts in the programme of capital development, new and 
important extensions were made to the system of financial aid for housing— 
including, in particular, housing enterprise by private individuals. These 
extensions were made by the Housing Act of 1949 and are, of course, still 
available. 

The purpose of this article is not to debate the paradox of such policies, but 
to set out the facts of housing finance—explaining the nature of the new 
facilities and tracing the extraordinarily wide scope of housing subsidization 
as it exists in Britain to-day. No attempt will be made to discuss the wider 
social and economic implications of the policy or to answer the vexed question 
whether the present pattern of Exchequer and local authority aid does hold 
out the proper incentive for the speediest provision of living accommodation 
consonant with authorized cost. 

The alterations made by the 1949 Act can be grouped under five headings : 

(1) The deletion of all references to ‘“ working classes’”’ contained in 
previous Acts and the consequent removal of what Mr. Bevan has 
called the “ ridiculous inhibition ”’ that local authority expenditure 
should be limited to working class housing. 

(2) The extension of the power of local authorities to aid private indi- 
viduals wishing to acquire, construct, convert, alter, repair or 
enlarge houses or flats of their own. 

(3) An extension of the system of Exchequer aid to local authorities for 
the conversion or improvement of existing houses or flats. 

(4) Modifications in the system of Exchequer aid to local authorities for 
providing new housing accommodation. (This system is, of course, 
the central feature of the Government’s subsidization programme.) 

(5) Certain stop-gap measures to prevent any aggravation of the housing 
shortage through unnecessary demolitions or restrictive covenants 
in leases. 

An analysis of the changes under these heads will provide a framework within 
which a more detailed picture of the whole system of housing subsidies can 
conveniently be contained. 


THE HousInG ACT AND THE MIDDLE CLASSES 
The first of the six main amendments introduced by the 1949 Housing Act 
—the removal of the label of “‘ working class’’ from most of the provisions 
of the earlier Acts—can be briefly summarized. Three main effects flow from 
it. First, local authorities which are preparing schemes for the provision of 











166 


THE BANKER 





new houses under Section 71 of the 1936 Housing Act are now required to 
consider the housing conditions and needs of all the inhabitants in their district ; 
their powers to provide housing accommodation are therefore also extended, 
Secondly, and as some counterweight to the above, the stringent provisions 
in Part II of the 1936 Housing Act which empower local authorities to demand 
the repair or demolition or closing of insanitary premises, became applicable 
to all houses without distinction. Thirdly, the re-housing obligation of local 
authorities, where displacements have to take place because of clearing or 
improvement of areas under Part III of the 1936 Housing Act, has been 
extended to all persons whatever their means. 


AID TO PRIVATE INDIVIDUALS 


Perhaps the most important feature of the 1949 Housing Act is that it 
amends—and extends—the power of local authorities to give assistance to 
private individuals for the purpose of acquiring, constructing, converting, 
altering, enlarging, repairing or improving houses or flats. This aid can take 
any one of three forms—advances, guarantees to building societies or improve- 
ment grants. 

The power of local authorities to make advances to private individuals 
was originally set out in Sections go, 91 and 110 of the 1936 Act. The general 
principle is that the advances may be of any amount up to go per cent. of the 
value of the property in question and that repayment shall be either by instal- 
ments of principal or by annuity of principal and interest combined. Usually, 

dvances afford a very cheap method of borrowing for those 
who wish to build, buy or repair houses or flats. Under the new Act, these 
facilities were extended in four ways. First, the maximum value of a house 
eligible for an advance was raised from £1,500 to £5,000. Secondly, eligibility is 
no longer conditioned by a limit on the superficial area of the house. Thirdly, 
an advance made by instalments is no longer restricted, as formerly, to 50 per 
cent. of the value of the work already done. Fourthly, the borrower may 
repay the advance on any quarter day upon giving one month's notice. These 
facilities are available not only to freeholders, but also to leaseholders whose 
lease extends for at least 10 years after the last date fixed for the repayment 
of the advance. Naturally, each applicant has to satisfy the authority that 
his house is, or will be, fit for human habitation. 


therefor 


As an alternative to making direct advances, the local authorities have 


power to guarantee the repayment of advances made by a building society to 
persons who want to build or buy their own houses. In such cases the authority 
may pass on part of the burden to the central Exchequer, but this ‘“* Exchequer 
contribution ’’ can be obtained only where the amount guaranteed does not 


exceed the maximum which the building society would ordinarily have 
advanced without any such guarantee. The Exchequer share in the liability 
under the guarantee is restricted to two-thirds of the principal and interest 
involved, with the further condition that in any case its contribution will not 
be more than half of any loss sustained by the local authority under the 
fuarantee. 

The third means by which local authorities can extend aid to private indi- 
viduals constitutes one of the main innovations of the new Act. The improve- 
ment of housing accommodation through conversion of or amendments to 
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existing dwellings can now be financed by grants by local authorities to private 
individuals and not merely by Exchequer contributions to local authorities 
as hitherto. The new grant will be made only “ in proper cases ”’ and to free- 
holders or to leaseholders with leases which have still at least 30 years to run. 
Applicants for such a grant must give full particulars of the works proposed 
and of the land concerned, accompanied by plans, specifications and estimates 
of cost. An application may refer to a number of houses, but in that case the 
estimated expense must be apportioned between them. Finally, applicants 
must satisfy the local authority that their houses will provide satisfactory 
housing accommodation for a period of not less than 30 years and that they 
will conform with certain stipulated standards of fitness. These standards, 
which are based on those demanded by the Exchequer from the local authorities 
when it extends aid to them, are referred to below. Subject to them, and to 
certain other conditions, grants are available where the cost of the works 
per dwelling is not likely to be less than £100 nor more than £600, though in 
certain circumstances works costing more than £600 may be e ligible. Advanees 
may be made either in one lump sum or in instalments as the work progresses ; 
if they are paid in instalments, the aggregate amount of the instalments may 
not exceed one-half of the aggregate cost of the work executed to date 

A house for which an improvement grant has been made becomes - subject 
to certain restrictive conditions, which continue over a period of 20 years 
from the date of the completion of the works financed by the grant.* The 
main restriction applies, of course, to rent. The local authority is empowered 
to fix the maximum rent of any improved house which has not been let in the 
five years immediately preceding the application for the grant. In other 
cases, the maximum rent will be the rent at which the house was last let before 
the improvement was undertaken, plus 6 per cent. of the estimat-d cost of 
the work which the applicant has had to pay out of his own pocket. If the 
owner later undertakes further improvements to the house at his own expense, 
he may increase the rent by an amount not exceeding 8 per cent. of the cost 
f these additional improvements. 

The other conditions to which the property will be subject are compara- 
tively innocuous. It is laid down, first, that the property may be used only 
as a private dwelling house unless special consent is obtained from the local 
authority. Secondly, no premium or fine may be charged on any letting or 
on any assignment of the property. Thirdly, the property must be kept in all 
respects fit for human habitation. Fourthly, if any statutory condition is 
broken, the owner immediately becomes hable to repay to the authority that 
part of the grant (plus compound interest) which relates to the unexpired 
period of the 20 years for which the restrictions were accepted. If the breach 
is one which can be remedied, the authority may, with the Minister’s consent, 
suspend the penalty to enable the owner to remedy the breach. It is provided, 
however, that if the breach is one which cannot be remedied and if it is one 
which cannot fairly be blamed on the owner, the authority may, with the 
Minister’s consent, waive the penalty completely. 

The cost of improvement grants is shared between the Exchequer and the 





*The statutory condition inding on any property for which an improvement grant has been 
made will be registered as local land charges in the appropriate register. Those who intend to 
purchase any house property should therefore make a search of the register to see hether any 


restrictive conditions are attached to the property as a result of the granting of such aid in the past. 
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local authorities. The amount of the Exchequer contribution will be a sum 
equal to three-quarters of the annual loan charges attached to the grant—or, 
more specifically, three-quarters of the annual sum which, in the opinion of 
the Minister, would have to be paid out by the local authority as interest and 
amortization on a 20-year loan of the same amount as the grant. This Exchequer 
contribution will be payable annually for 20 years from the year in which the 
work is executed. 

It should be noted that anybody who accepts an improvement grant does 
not completely burn his boats. It is open to a property owner (or to a mort- 
gagee wishing to exercise a power of sale) to free himself from the restrictive 
conditions by repaying the “‘ unexpired’ grant at any time he pleases. The 
amount to be repaid. will be calculated in the same way as if a breach of condi- 
tion had occurred ; in other words, he will have to repay a proportion of the 
original grant (plus compound interest) corresponding to the unexpired period 
of the full term of 20 years. 


















IMPROVEMENTS BY LocAL AUTHORITIES 






The system of Exchequer aid to local authorities, as distinct from indi- 
viduals, for improving or converting housing accommodation is of longer 
standing. In this case the amount of the Exchequer contribution is limited to 
three-quarters of the estimated loss involved. This loss is calculated by the 
Minister after allowing for the expense of the work undertaken on the one 
hand and the additional income accruing to the local authorities as a result 
of the improvement on the other. The residue of the cost is borne by the local 
authorities out of the general rate fund. 

Under Section 31 of the 1949 Act an Exchequer contribution can also be 
made on these terms to a local authority which arranges with housing associa- 
tions and development corporations for the conversion or improvement of 
existing houses. In such cases the local authority will be bound to pay over 
the whole of the Exchequer contribution to the association or corporation 
concerned. 

The standards of fitness insisted upon by the Minister are of some interest, 
since I Ter u authoritie Ss natur rally will 1 not extend improvement grants to private 
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individuals unless these standards are complied with. The general condition 
is that the dwelling must seem likely to provide satisfactory housing accommo- 
dation for at least 20 years. It must also be dry, properly ventilated and in 
good repair, be provided with adequate lighting, heating and cooking facilities, 
have proper provision for storing food and fuel, have an internal (or readily 
accessible) water closet, a fixed bath, a sink, proper drainage facilities, an 
adequate hot water system, a satisfactorily surfaced path to outbuildings and 
convenient access from a street to the back door. 


SUBSIDIZATION OF LOCAL AUTHORITIES’ BUILDING PROGRAMME 

[he main plank in the present Government’s programme of housing sub- 
sidization was laid down in the Housing (Financial and Miscellaneous Provi- 
sions) Act, 1946. This provided for a standard Exchequer contribution of 
{16 10s. od. per annum per dwelling for 60 years and for a rate fund contribu- 
tion by the local authorities of £5 10s. od. per annum for 60 years (that is one- 
third of the Exchequer contribution). This means, in effect, that rents are 
subsidized by £22 per annum or over 8s. per week. In addition to this, a 
concealed subsidy to the housing programme is now operating since local 
authorities can borrow much more cheaply from the Treasury than they could 
on the open market. The rates charged on loans made by the Public Works 
Loan Board now stand at 2 per cent. for loans up to 5 years, 2} per cent. 
for loans up to 15 years, and at 3 per cent. for longer periods. Since these 
loans are made for purposes other than housing, the ‘debate on the suitability 
of these rates at the present time is too widespread for summary here. 

The main effect of the 1949 Act on the subsidization system for local 
authority building will be to modify the special Exchequer contribution already 
made towards the building of houses or flats on expensive sites. The original 
standard contributions for these are shown in the accompanying table. 


AND FLATS ON EXPENSIVE SITES 





SUBSIDIES FOR HOUSES 


SCALE AS FIXED BY 1946 ACT; I.E, BEFORE INCREASES, DETAILED IN TEXT, GRANTED BY 1949 ACT. 
} Houses FLATS 
Cost per acre of ;| Standard annual Normal annual | Standard annual Normal annual 
site as developed | Exchequer rate fund Exchequer rate fund 
| contribution contribution contribution contribution 
£1,500-—{4,000 £35 10 Oo {13 0 Oo £28 10 Oo {9 10 Oo 
£4,000—{5,000 fay @ 6 {13 I0 oO £30 0 O {10 0 oO 
£5,000— £0,000 $37 15 Oo #13 15 oO j #39 15 O £10 5 oO 
£6,000—{£8,000 £38 10 o £14 0 0 | £31 10 Oo {10 10 oO 
{8,000—{10,000_ | £40 15 0 f4i5s o | £33 15 0 fiz 5 © 
£10,000 = {1 2,000 | £42 5 Oo £36 § © | £35 5 Oo £11 15 oO 
More than £12,000 | faa § oF ite § oF ° £35 5 o* £11 15 of 


*Increased by f1 10s. od. for each additional {2,000 or part of £2,000. 
tIncreased by ros. for each additional {2,000 or part of £2,000. 


In the case of flats, calculation of the Exchequer and rate fund contribu- 
tions now takes account of the density of development (Section 37 of the 1949 
Act). For flats approved on or after February 28, 1949, the cost of the site 
per acre as developed will be taken to be an amount which bears the same 
tatio to the actual cost as thirty-five bears to the present density of the flats 
to the acre. In other words, if the notional cost thus arrived at is in a higher 
bracket than the actual cost, the flats concerned will rank for a higher subsidy 
than that which otherwise would have been payable and vice versa. However, 
if such a calculation shows the notional cost to be less than the minimum of 
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£1,500, while the actual cost per acre is more than £1,500, the original extra 
subsidy will still be paid. 

Similarly, Section 38 of the new Act increases both the Exchequer and rate 
fund contribution for houses for which the cost of the site as developed exceeds 
£3,000. The Exchequer contribution will be increased by {1 4s. od. for each 
ft, 000 or part of £1,000 by which the cost of the site as developed exceeds 
£3,000 per acre, while the rate fund contribution will be increased by one- 
third of the “wel ‘ase in the Exchequer contribution. No extra subsidy will 
be granted for any excess over £10,000 per acre in the cost of the site, except 
where the house is erected on the same site as a block of flats. In such a case 
it seems that the additional Exchequer contribution will likewise be £I 4s. od. 
per {1,000 or part thereof. Finally, the new Act also allows for additional 
Exchequer contributions to local authorities for the provision of hostels, for 
the construction of houses which have to be made of some special material to 
preserve the character of the surroundings, and for the adoption of experimental 
methods of building. 

MISCELLANEOUS PROVISIONS 

Three final consequences of the new legislation may be noted. The first 
refers to a modification of the law relating to restrictive covenants. Under 
Section 163 of the Housing Act, 1936, the County Court was already empowered 
to modify the restrictive covenants in a lease if it could be shown that changes 
in the character of the neighbourhood made it impossible to let the house asa 
single tenement, although it could be let readily if converted into two or more 
tenements. This power is now extended, and a lessee who desires to obtain 
an order from the Court for the removal of such restrictions need prove only 
that planning permission has been obtained by him under Part III of the 
Town and Country Planning Act, 1947, for the use of the house as two or 
more separate dwellings 

Secondly, some relief is afforded to owners of houses for which a demolition 
order became operative prior to January 1, 1946. If, as the result of works 
carried out since the order was made, the house has been rendered fit, the 
owner may eran the quashing of the order on application to the County 
Court, provided he gives written notice to the local authority before July 30, 
1950. 

Finally, some reference should be made to new legislation controlling the 
price and rent of privately built houses—a control which is, strictly speaking, 
outside the subsidy scheme. The Building Materials and Housing Act, 1945, 
which imposed restrictions on the selling price and the rent of houses built 
under licence, has now been extended for a further four years to December 20, 
1953. At me same time, the scope of the Act has been widened so that its 

control now applies to houses in course of construction and to buildings of any 
kind converted into houses or flats under the authority of a building licence. 
Even where only part of the work of construction or conversion is done under 
licence, the whole of the work is now subject to these controls. Where work 
has been done on houses which have already been built or converted under 
licence, a direction may be obtained from the local authority permitting an 
increase in the maximum selling price and rent specified in the licence. For 
this purpose, however, application has to be made to the authority and any 
resultant direction has to be registered as a local land charge in the register. 
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| Export Indemnity Dilemma 


Should a Banker Tell ? 
By W. W. Syrett 


DIVERGENCE of interests seems to have 


arisen between bankers and 


exporters in construing the nature and extent of obligations arising from 


the use of bankers’ indemnities. 


trade is at stake, it is wise to face up to the conflict of outlook involved. 
Bankers’ indemnities are used for a variety of purposes ; in the sphere of 


overseas trade, perhaps their commonest use arises 
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owners to any great extent, and claused bills persist in consequence. When 
they are tend dered, the usual practice is for the banker to refuse acceptance 
if the credit is an acc eptance CI redit, or to refuse payment if it is a sight credit. 
The bill of exchange is then returned to the exporter (or to his banker if 
presented through a bank), with some such comment as “‘ documents not in 
order ’ or “‘ bill of lading claused’’. The exporter has, in theory, several 
courses open to him: he can — the documents to his overseas buyer and 
claim payment from him, thereby forgoing the benefit and security of banking 
intervention in the opening and ‘saab mentation of the credit ; he can cable 
his buyer to ask for an amendment, to be cabled back, authorizing the bank 
to take the documents in spite of the clause on the bill of lading ; or, finally, 
he can offer the banker an indemnity—in which his own bank may or may 
not be asked to join, according to the requirements of the bank which opened 
the credit. 

It would be naive to suppose that either of the first two of these three 
courses is often practicable under present conditions in the world’s markets, 
Quite apart from considerations of expense, it must be realized that official 
pressure to sell exports to earn foreign exchange, plus the very considerable 
pressure exerted by stocks of merchandise for which markets are often shrinking, 
impels exporters to accept orders from all sorts of buyers. Bulk production is 
essential to keep factory costs down and thus maintain competitive offering. 
This, in turn, implies bulk selling, by which is meant a flow of cargoes to any 
buyers who, upon enquiry, appear reasonable risks and able and willing to 
put up bank cr -dits. [t is not sufficiently realised that British standards of 
commercial morality are not gene aulby attained abroad ; and even in this 


country there are too many lapse s from the standard. In consequence, to ask 
a buyer to pay for documents which a bank has refused, or to ask him to cable 
an amendment to a credit because of an alleged packing irregularity, is to 


; indeed, the word “ invite ’’ hopelessly understates the case. 
[f the price in the market has fallen, the buyer is like ly to seize the excuse to 
avoid isis contract for purchase of the goods, or, at least, to start haggling for 
a price concession. He can do so, quite legitimately. Where it is a term of a 
contract that consideration towards the seller shall pass through a bank 
credit, it is clear that the documents to be tendered are intended to include a 
full set of clean on board bills of lading—unless there is a clause in the contract, 
ab initio, to the contrary. 

Sup pase, then, that, in the example stated, the banker accepts the exporter's 
letter of indemnity with or without counter-signature by the exporter’s bank. 
[t is then held by the exporter that such indemnity is between himself and the 
bank to which it is addressed, and does not concern the importer or the impor- 
ter’s banker overseas on whose instructions the credit was opened. In a few 
recent instances the bank has passed on to the foreign customer the information 
that an indemnity was, in fact, held. This is likely to raise a storm of protest 
on the part of exporters generally, since it provides the importer with so obvious 
an excuse to avoid the contract, or at least to start quibbling, if it is brought 
to his n tic ‘e that a London banker considered the documents to be something 
less than the credit required. 

There does not appear to be any easy way to avoid providing the overseas 
insanten r > with such a loophole while yet securing clearance for the bank which 


invite trouble ; 





has tal 
instruc 
tenderé 
made ' 
that th 
the cre 

At | 
under } 
owner ’: 
cut rig 
point « 
such ¢ 
export 
ters no 


refrain 
is the | 
It s 
on the 
such a 
(or ace 
docum 
credit 
duty i 
its jud 
of dut: 
No 
legally 
that it 
This i: 
that it 
overse: 
from a 
Nothir 
in pas: 
for ref 
sugges 
perfor: 
Ou 
practic 
impel! 
to the 
outsta 
of tem 
that £ 
concel 
when 

















AN EXPORT INDEMNITY DILE MMA 173 








has taken the indemnity. If, as has been suggested, the importer’s bank is 
instructed to secure his immediate acceptance or refusal of the documents as 
tendered and to cable the outcome, the mere fact that such a request has been 
made would put the importer’s bank upon enquiry: let it be remembered 
that the primary duty of the overseas bank is to its customer, for whose account 
the credit was opened. 

At first sight, there might be acase for building up a practice of “‘ acceptance 

under reserve ’’ by overseas importers. The whole example centres in a ship- 
owner's doubts about the sutficiency of packing. But such a practice would 
cut right across the principl es of c.if. contract, and would merely delay the 
point of time at which the importer could start his quibbling. Further, any 
such course implicates the underwriter, who would obviously object if the 
export shipment were to be so handled by the banks as to invite foreign impor- 
ters not only to make claims they would otherwise not have thought up, but 
also to defer them and thus to give them longer for the thinking process. 
So far, the question has been considered from the exporter’s viewpoint. 
This may be summarized as requiring the banks to take indemnities and to 
refrain from passing ; on the information that such indemnities exist. What 
is the banker’s case ? 

It seems clear that the banks can make out a strong prima facie case based 
m the nature of the contract involved in a letter of credit. The essence of 
such a contract is that a foreign principal instructs the British bank to pay 
(or accept) bills of exchange if accompanied by certain specified shipping 
documents in a certain form. A contract arises between the bank opening the 
credit and the accredited party (the exporter) ; nevertheless, the bank’s first 
duty is to the overseas principal. If it accepts documents which do not, in 
its judgment, commie with the principal’s instructions, then there is dereliction 
of duty. 

Now, however, comes the point of doubt. However strong its case may be 
legally, has the bank any authority from the exporter to pass on information 
that it has accepted an indemnity and overstepped the bounds of its authority ? 
This is another matter. Surely, if the bank has represented to the exporter 
that it is satisfied to depart from the strict terms of its mandate from the 
overseas bank, and has accepted that exporter’s indemnity to ay it covered 
from all consequences, then it must rely on recourse to the letter of indemnity. 
Nothing can alter the absolute fact of the initial dereliction. It might be noted 
in passing that there have been cases where exporters have been called upon 
for repayment on the strength of their indemnities, so there is no grounds for 
suggesting that the indemnity is a mere matter of form without concrete 
performance. 

Quite apart from legal niceties, however, this country is faced by the hard 
practical facts of its present situation. Exporters are exhorted, and even 
impelled by various means, to build up their turnover. The banks are mated 
to them in certain types of export financing of which the bank credit is the 
outstanding example. The mating must not be vitiated by any it compatibility 
oftemperament. The conclusion most fitted to the country’s needs is therefore 
that bankers would be well advised to waive such legal rights as they may 
conceive to subsist in their favour, and, in practice, re frain from disclosure 
when they have taken letters of indemnity from exporters. 
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Life Assurance and Interest Rates 
By a Special Correspondent 


HREE years ago, at the height of the Daltonian boom in security markets, 

an article appeared in THE BANKER under this same title. At that time 

—the article appeared in Dece maber. 1946—the life offices were looking 
back upon some fifteen years of falling interest rates and some seven years s of 
sharply increasing taxes, and had but late ly emerged from the war-time 
pe riod of limitation on the free investment of their funds. As there was still 
no indication of an end to the decline in interest rates, and since the conservative 
investment tradition of the life offices had necessarily to be maintained, it was 
suggested then that estimates of future bonus declarations would have to be 
made with the greatest caution, and that some further increases in premium 
rates might reluctantly have to be impos a. 

As it turned out, however, 1946 was the year of peak prices for fixed interest 
securities—the price of 2} per cent. tact, which then stood at 99, has lately 
been down to the more realistic level of 66, or thereabouts. Since the life assur- 
ance companies are on record as having said that they would rather have 
interest income than capital appreciation, it might be expected that they would 
be ready to welcome the fall in se ‘urity values as the vehicle—or at least the 
orerunner—of increased interest earnings. Within limits, this is, in fact, the 
case. 

Recently published records* show, however, that in 1948 many of the life 
offices only just managed to maintain the net rate of interest on their fends at 
the 1947 level ; indeed, while the thirty-eight leading companies (mutual, 
composite, proprietary, etc.) averaged £3 9s. 9d. per cent. in 1948 against 
£3 9s. 4d. per cent. in 1947, the thirteen principal composite offices averaged 
only £3 4s. 7d. per cent. in 1948 against £3 5s. 6d. per cent. in 1947. Although 
it is tr hat security values at December 31, 1948, were substantially un- 
changed fror lose of a yi previously, it must be remembered that 1947 
had witness . depreciation of perhaps 5 per cent. in security prices, the 
effects of which mi *ht well have been expected to be reflected in 2 » interest 
account in 1948, particularly as 1 047 and 1948 were, in many cases, years of 
record new business and, therefore, in a less degree, of record new eneaiinid 
The results recorded may therefore come as a disappointment to many and 
so may the assertion that, despite the very heavy depreciation in investment 
values during 1949, any considerable increase in the net rate of interest earned 
by the life offices is highly improbable this year as well. The reasons for this 
must now be examined 

First and most important, of course, there is the fact that by far the greater 
part of life company assets was invested before rates began to rise ; and of 

this greater part a large proportion will have been invested during the cheap 
money era of 1932-47. A hypothetical example may be useful here. A life 
company with invested assets of, say, {20 millions, would probably have an 
average income from premiums, consideration for annuities and net interest 
earnings of about £2,400,000 under present conditions. Claims, surrenders, 





* See The Economist Insurance Survey, October 1, 1949 
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commission, expenses, and so on might absorb some £1,600,000 of this, leaving 
about £800,000 for investment over the year. If this sum were invested at 
4 per cent. net (which may be regarde d as an optimistic figure), and if at 
the same time the average net rate for previously inve sted funds were £3 5s. od. 
er cent., the new average net rate for the whole of the caiaua assets at the 
end of 1949 would still be no more than £3 5s. 8d.—that is, it would show an 
increase of only 8d. per cent. 

To this familiar factor must now be added others of only slightly less 
importance, which are partly or wholly peculiar to the present time. First 
and foremost, of course, there is the loss suffered through the nationalization 
of transport, gas and electricity. The hypothetical company with investments 
of {20 millions might well have had £1 million in home railway securities and 
perhaps another {1 million divided between electricity and gas in the propor- 
tion of, say, three to two. If the old railway holdings were invested at an 
average gross basis of £4 2s. 6d. per cent., the electricity stocks at £4 per cent., 
and the gas investments at £4 Ios. od. per cent. (these are representativ 
yields) and if they were all converted on the prescribed dates to stock yielding 
3 per cent., then the annual net income of the company, after allowing for tax 
at 7s. 6d. in the pound, would be reduced by some £15,000. On the basis of the 
figure ; quoted above, this would represent a reduction of no less than Is. 6d. 
per cent. in the average net rate of interest earned by the company, a reduction 
which, owing to the incidence of the various vesting dates, would take three 
years to make itself fuily effective. The net rate in 1948 would be reduced 
by 1s. below that of 1947, that in 1949 would be reduced by another 4}d. per 
cent., and that in 1950 by another 14d. per cent. In addition, those companies 
which were investors in coal stocks are already suffering some small loss of 
income, owing to the repayment of coal securities ; they will suffer consider- 
ably more after the —— tion of the nationalization compensation sum 
has been agreed. The effect on income of the proposed 5 Gee USE of steel 
is now, of course, pice rt matter of ae and provisional calculation 

Some companies have also been hard hit by dividend limitati yn. ‘During 
the past two years the dividend income of the investor has shown no increase 
whatever, although excellent profit figures have been recorded in many indus- 
tres. It seems reasonable to suppose that, but for the dividend limitation 
request of the Chancellor of the Exchequer, income from the ordinary share- 
holding zs of the life offices might have been up by 15 or 20 per cent. over these 
two years. If the investment policy of our imaginary company had been repre- 
sentative, it might have held about to per cent. of its assets, say £2 millions 
worth, in ordinary stocks and shares which, assuming the average gross rate 
earned on these investments to have been 4? per cent., would have provided 
a net dividend income of {60,000. An increase in this income by 15-20 per 
cent. would have brought in some £10,000, equivalent to Is. per cent. on the 
net interest rate over the two-year period. But this is merely what might 
have been ; in fact, there has not been any increas 


These various influences —_ investment earnings have all been beyond 
the control of the investor. The investment policy pursued by the life offices 
themselves is another important ra Since the decline in gilt-edged values 


set in during the early summer, a cautious policy of “ going shorter ’’—collo- 
quially described as ‘“‘ swimming for the shore "has been adopted by some 
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companies. These switches from longer to shorter dated stocks, and from irre- 
deemable into dated stocks, have provided some protection of capital values, 
but this protection has been achieved only at the expense of income received, 
It is impossible to be sure how far this policy has been pushed by the companies 
or to arrive at any nice estimate of its effect on the average net interest rate 
but its effect on income in 1949 is certainly not negligible. In the same way 
the policy of caution has dictated fairly substantial purchases of dated deben- 
tures. This type of security, which occupied a considerable place in the average 
life office investment portfolio not many years ago, has latterly, through no 
fault of the offices, formed a much smaller percentage of invested assets, 
High-class industrial and property debentures have consequently acquired a 
certain scarcity value. Paradoxically, therefore, some lines of dated debenture 
stocks have been extensively bought on yield bases no better than those 
obtainable on Government securities of comparable term. 

The life offices have not only had to turn to dated stocks of one kind and 
another to protect their capital values, but also, for the same reason, they 
have been compelled to turn awav from many preference stocks which had 
previously been regarded as safe investments and good income earners. The 
House of Lords’ decisions that the preference issues of certain coal companies 
should be repaid at par—although mack people had previously regarded them 
as completely protected against any pach eeadanensy —have seriously shaken 
the confidence of institutional investors in this type of stock. The only stocks 
in this class which would now be even considered by such investors are the 
relatively low-coupon issues, those quoted below par, or those carrying a 
specific provision for repayment at definite premiums. Necessarily, this 
revulsion from preference stocks likewise tends to depress the net interest rate 
on the whole invested funds. 

Finally, some reference must be made to non-marketable investments, the 
rates of interest on which do not immediately respond to changes in market 
rates. Substantial mortgages have been completed during the past year at 
rates which look rather thin at the moment . the house-purchase loan business, 
in which some companies take great interest, has apparently been actively 
continued during 1949 without any increase in loan rates. The companies’ 
income from property investments will also show no increase, while rates for 
loans against policies remain unchanged. 

For all these reasons, therefore, any notable increase in the net interest rate 
earned by the life offices in 1949 is unlikely, and the prospect for 1950 is not 
sities Smmieiiaiee Even if nationalization—with or without the enact- 
ment of the Steel Bill—makes less heavy inroads on income next year, there 
now seems no prospect of the alleviation or removal of dividend limitation 
for some time. There is, indeed, a depressing uncertainty about the period in 
hich © ‘quity shares must continue to be relegated to the anomalous position 
of “ having a ceiling but no floor ’’ and in which they are really the equivalent 
of emasculated preference stocks. Caution is therefore likely to remain the 
order of the day in life offices especially as now, with the angen of the 
year-end, the attention of most of them is being directed to the large deprecia- 
tion in the market value of their assets which has occurred during 1949. It is 
well known, of course, that the assets of the life offices normally appear in 
their balance sheets at values considerably below those ruling on the market ; 
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in other words, most of them have substantial hidden reserves to serve as a 
cushion during a period of falling security prices. But the fall during this 
current year has been exce ptionally heavy—certainly the heaviest in any year 
since the companies have had to carry so large a proportion of low-yie siding 
Government stocks. If the downward trend of security prices continued, and 
the writing down of life assurance funds became necessary, offices would no 
doubt feel justified in reviewing and in some small measure increasing their 
valuation rates of interest when the appropriate time arrived. That moment is 
not yet ; but it is certain that estimates of depreciation are now being calcu- 
lated with very close interest. 


Insurance after Devaluation 


By an Insurance Correspondent 


HE devaluation of sterling did not find the insurance companies wholly 

unprepared. For some time before the Chancellor’s announcement, the 

widespread discussion of the eventual need for some such measure had 
naturally led the insurance industry to consider the possible consequences. 
It had uneasy memories of what happened after sterling’s break with gold in 
1931 ; but experience gained then, despite the contrast with conditions ruling 
to-day, provided many valuable precedents. In 1949, as in 1931, a considerable 
proportion of the commitments assumed in the British market was backed by 
sterling funds, but most insurance men judged that the extensive mechanisms 
of present day exchange control at home and abroad would this time quickly 
assure a new structure of world exchange rates, without the violent and con- 
tinuous fluctuations which occurred in 1931-32. This expectation has, of course, 
been fulfilled ; the reaction of other currencies to sterling’s devaluation was 
so swift that by the end of the first week in October most of the new rates 
had been affirmed, leaving only the intricate and cumbersome exchange 
schedules of such countries as Argentina to be published. This rapid stal biliza- 
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tion deprived the situation of most of the disadvantages a 
which were experienced in 1931, and the impact effects on an international 
service such as insurance were soon assessable. 

For all countries whose currencies had appreciated in terms of sterling, 


estimates of future premium incomes and of existing net liabilities had to be 
sibested. No adjustments of this sort were, of course, necessary for transac- 
tions with such Commonwealth countries as _pouth Africa, Australia, New 


Zealand, India and Malaya, and comparatively few were needed for transactions 
with North-West E urope ; among the i customers in this area only 
Belgium and Switzerland appreciated substantially against sterling. The main 
adjustments which had to be made were, therefore, for the so-called “* hard 
currency ’’ areas of which the United States and Canada are by far the most 
important from an insurance standpoint. 
The full consequences of cheaper sterling for British insurance in these 
markets are not easy to gauge with any reasonable degree of accuracy. The 
position can best be examined by an: ilysing the business done by a represen- 
tative number of composite insurers. In 1948 the net premium incomes of 
eighteen selected groups of British offices from Fire and Accident business 
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ageregated some £230 millions. Of this, no less than {105 millions, or 46 pe 
cent., was lerived from business in the United States ; this income should 
now be written up by approximately 44 per cent., or £46 millions, in a full 
year. The sterling value of Canadian dollar income, too, will rise by about 
31 per cent., while the expansion in sterling income from other oversens 
reer might be estimated at 5 percent. Altogether, therefore, 1948 invouns 
should increase by some 22 per cent., equivalent to over £50 millions for th 

selected companies in a full year ; an increase of £13 millions might thenediag 
be expected to accrue to them in the last three months of 1949. 

. Phis arithmetic, however, does no more than indicate the impact effect on 
income from existing business ; the estimates cannot be taken as forecasts of the 
figures likely to be published for 1949, or for the years immediately following 
For one thing, these published trading accounts may not themselves be an 
accurate guide to an) expansion of business which does occur, for certain 
pan ly accounting decisions taken by individual companies may affect the 
figures. in this context it will be recalled that it was not until 1947 that the 
majority of offices decided to convert their U.S. dollar premiums at $4.0 

instead of $5.00 for trading account purposes, although the former rate had 
mn establish reight years. It is not thought likely that many offices will 
follow this pt cedent on the present occasion, and will thus postpone the 
change to some future accounting period, but it is possible that a few might 
rng so. [t must be remembered, too, that Board of Trade instructions under 
the new Companies Act permit offices to include the results of foreign and 
membeiger subsidiaries it tl eir combined accounts a year in arrears. The 
ne = Soy 31 bs ries this year will thus refer to 1948 and will be 


Much more important than th effect of these accounting decisions on 
published income, however, is the effect of any change in the volume—or in 
the geogray hical distribution—of business on actual income. ‘The estimates 
made above make no allowance for the normal expansion in income from 
overseas business (which is still substantial, despite the slackening of infla- 
praia. pressure) or for any special expansion or contraction consequent upon 
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of devaluation and particularly the memory of the unusually heavy claims 
experience in the few years prior to 1948—which necessitated substantial 
remittances from British offices’ funds—may perhaps lead some insurers to 
consider curtailing their American interests in tt to reduce the possibility 
of excessive future fluctuations in their aggregate annual results. It is more 
than probable, however, that any companies which thought of doing so would 
first attempt to redress the balance by an increase in business elsewhere ; in 
anv case, underwriting restrictions are unlikely to be imposed to the extent 
of reducing sterling income from non-deval 1ing countries. These conclusions 
presumably apply in reverse to Greece and Argentina, where the value of 
sterling for insurance transactions has increased ; some rise in net under- 
writing limits may be expected in these countries, but the total premium 
receipts from them are too small to affect the position materially. 

Some consideration must also be given to the effect of devaluation on the 
important reinsurance transactions of British offices with overseas insurers. 
These include many accounts from hard currency areas arising both from 
local and from world-wide operations. In purely local contracts the premium 
income in terms of sterling will rise, but here, too, the companies will have 
to decide whether to accept the increased liabilities or whether commitments 
should in some instances be cut down. Reinsurance accounts on a world-wide 
basis accepted from direct insurers in hard currency countries will pose similar 
roblems. Unless such direct insurers decide to increase underwriting limits 
in devalued areas because of the enhanced value of their funds, receipts in 
terms of their own currencies will drop, thus cancelling some of the advantages 
to reinsurers on conversion. On the other hand, if such an increase in limits 
does take place, it will reduce the business handed on to reinsurers, whose 
sterling receipts from such areas may drop quite appreciably at first. Some 
sterling increase may also be expected in the premiums ceded by British offices 
for their world-wide surpluses, especially as far as Canadian business is con- 
cerned (American business 1s largely excluded from this because regulations 
there make it desirable to reinsure locally). Net incomes from interchange 
of reinsurance on the London market should benefit. 

Apart from the question of its effect on future business, devaluation has 
brought with it some pressing short-term problems for those in the insurance 
industry. Reserves for unearned premiums are customarily maintained at a 
fixed ratio (usually 40 per cent.) of annual net income, and adjustments are 
made in the trading or revenue account each vear according to the movement 
of income. The increase in such reserves arising from the conversion of pre- 
miums at the new rate (an increase which would amount to some £5 millions 
for the eighteen groups of companies referred to) would impose a greater 
train on the underwriting results if it were provided out of the current year’s 
trading than would have been imposed if the rise in the sterling value of the 
premium income had occurred gradually in the normal course of business. 
The additional liability need not be wholly provided for out of revenue, how- 
ever ; where the reserves brought forward from the previous year’s accounts 
are represent ted by hard currency securities, as is largely the case with American 
business, they may be written up at the new exchange rates. The additional 
sterling so provided would then be available for supplementing the current 
trading figures, or, more properly, for allocation over the periods affected by 
devaluation. For example, if the income in the last three months of this year 
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were converted at the new rates, only the reserve brought forward in the 
corresponding period last year might have to be adjusted, and the conversion 
of the reserve for the first nine months of this year could be dealt with in 1950, 
Another means of providing the additional funds needed would be to transfer 
the required amount from special reserves, where these are available and 
sufficient. This procedure will probably be adopted in most cases, as it is 
usually not considered desirable to take immediate credit fet the sterling 
appreciation of securities ; sometimes, indeed, no such equity is available. 

Of rather more immediate concern, however, is the question of reserves 
for claims outstanding on September 18 last. These represent a more definite 
and pressing liability than unearned premium reserves do, and they refer to 
specific liabilities incurred in the period before devaluation. An additional 
sterling indebtedness has therefore been set up for which funds must be made 
available. Offices converting premiums at the new rates can either provide 
the additional sums required out of current income, or can relieve the strain 
on the trading account by transfers from other funds available (including, 
perhaps, the increase in the sterling value of hard currency securities). Offices 
maintaining old exchange rates throughout will probably deal with variations 
in inward and outward sterling remittances through some form of exchange 
account. 

Even when outstanding claims are provided for, there still remain those 
incurred subsequent to devaluation—in many cases under policies the premiums 
on which were paid before September 18. Theoretically, if the unearned 
premium reserve has been adjusted, the amount brought forward should 
suffice to meet the enhanced cost of claims under pre-devaluation contracts ; 
with insurances issued subsequently, both claims and premiums will be 
accounted for at the same rate. This, and the write-up of claim reserves, will 
ensure that the ratios of incurred claims after September 18 are the same in 
sterling as in the currency in which they have to be paid. The ratios for the 
year 1949 will, however, be unlikely to coincide where such mapas are 
made during the year, since the sterling and currency averages for the two 
periods are unlikely to be the same. Experience in the hard currency areas 
during the last three months of this year will decide which way the balance lies. 

The complexities of the problem set by devaluation make it quite impossible 
to guess at ihe peobebe underwriting balance ratios of British offices as they 
will be revealed by the published accounts for 1949. The claims experience 
has so far heen good, and there is every prospect that the full year will show 
the position of the British market to be considerably strengthened. Under- 
writing profits, too, are confidently expected to show an improvement on last 
year, unless the majority of insurers decide to finance the devaluation adjust- 
ments entirely from current receipts ; in this case, the augmented sterling 
equivalent of favourable trading balances overseas will appear elsewhere in 
the accounts, and hidden reserves will be set up where investments are still 
taken at the old rates. In sum, British insurance companies may now reap 
the advantages of their wise policy in the past. The carefully balanced port- 
folios which have been developed over the years would not of themselves have 
prevented major underwriting readjustments and the loss of much of the 
benefit to be gained from cheaper sterling. Substantial free reserves, which 
the offices have wisely maintained, will now help to provide the capital necessary 
to finance heavily increased commitments in many areas. 
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Conflict of Interests of Directors 
By L. C. Mather 


LTHOUGH most practical bankers appreciate that company directors 
A: cannot usually vote at their board meetings on matters in which they are 

personally interested (and that care is therefore necessary when direct 
security is taken for an account which is already secured by the personal 
security of some or all of the directors), the fact that such directors may never- 
theless vote freely on the same matter at a general meeting in their capacity as 
members of the company is not always recognized. It often happens that the 
directors of a private company own the entire share capital of their company. 
If such directors have given a guarantee to a bank to cover the indebtedness 
of their company and later wish to increase the borrowing from the bank 
against the additional security of the company’s factory, they will usually be 
expected, in the absence of suitable provision in the articles of the company, 
to authorise the creation of the charge by resolution in general meeting. If 
the personal interest of the directors is involved, a resolution of the board will 
not suffice for the bank, but a resolution in general meeting passed by the 


same parties 7s acceptable. The power of a director to vote as a member of 
the company at a general meeting, despite his personal interest in the point 
at issue, was confirmed—and fully discussed—in the recent case of J. C. Baird 


v. J. Baird & Company (Falkirk) Ltd. and Anor. (1949). It may be of interest 
to review the whole position from the banker’s standpoint in the light of this 
decision. 

As a general principle directors may not vote on a matter in which they 
are interested unless the articles expressly empower them so to do. Section 199 
of the Companies Act, 1948 (a re-enactment of Section 149 of the Act of 1929), 
provides that a director who is directly or indirectly interested in a contract 
with the company must a the nature of his interest at the board meeting. 
Article 84 of the 1948 Table ‘‘A”’ (that is, the specimen company articles listed 
in the 1948 canoe S rere , after reaffirming this duty of disclosure, proceeds 
to lay down categorically that, with stated exceptions, a director shall not 
vote in respect of any contract or arrangement in which he is interested, and 
that, if he does do so, his vote shall not be counted ;: nor must he be counted 
as one of the quorum present at the meeting. The 1929 Table “‘A”’ contains 
no such direct ban, it being understood that a director cannot vote on a — 
in which he is interested, and that special articles have to be ad ypted uw % 
company wishes to empower its directors to vote on such matters after saitehde: 
disclosure. The whole object of these basic principles is clearly to ensure that 
directors are not placed in the onerous position where their personal interests 
conflict with their duty as agents and trustees for the shareholders of the 
company. 

The sort of case most directly envisaged by these principles is that of a 
group of directors meeting to consider tenders submitted for the erection of a 
factory for their company, when one of them is also on the board of a company 
which has tendered for the contract. This director is obviously an interested 
party, and it is clearly right and proper that, unless the articles expressly 
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permit him to vote, he should not be allowed to bring his influence to bear 
upon the decision. It follows equally, but less obviously, that if any or all 
of the same directors have already given their joint and several guarantee to a 
bank and then decide at the board meeting to create a mortgage on the new 
factory in favour of the bank as additional security for the increased overdraft 
required to finance the cost of the building, they are strictly voting upon a 
matter in which they are personally interested. In effect, the creation of the 
charge to the bank may reduce—or even help them to avoid—the personal 
liability previously undertaken on their guarantee, and their resolution accor- 
dingly may not be valid. It will be liable to be upset by a liquidator in the 
event of subsequent failure of the company. 

The risks of acceptance of direct security upon the authority of a board 
resolution passed by interested directors can be emphasized by reference to 
the well-known case of Victors Lid. (in liquidation) v. Lingard (1927), 1 Ch. 323. 
This was a salutary lesson to all practical bankers. The articles of Victors Ltd. 
provided that no director should vote as a director with regard to any contract 
or dealing in which he was interested. The board consisted of five directors, 
all of whom in May, 1920, entered into a joint and several guarantee for £25,000 
to the London City & Midland Bank Ltd. to secure advances to the company. 
The board also resolved that no debentures should be issued by the company 
and that no further mortgage or charge on the assets of the company should 
be created without the consent of the bank. In August, 1921, the board, 
without any request from the bank, decided to create debentures for £50,000. 
Of these, £35,000 was to be deposited with the bank as additional security for 
the existing overdraft and the balance of £15,000 issued for cash. The bank 
declined this proposal on the grounds that it would not suit them to take 
debentures as security when part of the same series was held by third parties 
ranking pert passu with them. After some further consideration it was even- 
tua ly decided that first debentures for £30,000 be issued to the bank as security, 
and second debentures for £35,000 be issued as and when re quired to outside 
parties. At a meeting of the directors held on November 21, Ig2I, a resolution 
was passed that the company’s seal should be affixed to the £30,000 first 
debentures which were then issued to the bank and which were registered in 
the names of their nominees, Lingard and Mace. The company ultimately went 
into liquidation, and an action was commenced by the liquidator against the 
bank for a declaration that the debentures were invalid. It was contended 
that all the directors were interested in the issue of the debentures. Romer, J., 
adjudged that the object of the relative article was “‘ to ensure to the company 
that its directors should not be placed in a position in which their personal 
interests might be in conflict with the duty they owed to the company, and 
that in all transactions entered into by them on behalf of the company, the 
company should be able to rely upon their unbiased and independent judgment 

. and this it did not and could not have’. Consequently the resolution was 
deemed to be void, and, but for the history of the company subsequent to 
November 21, 1921, the debentures would have been void, too. Fortunately 
for the bank the action failed because the company was estopped on other 
grounds from alleging the invalidity of the debentures, but the risks entailed 
in acceptance of the resolution passed by interested directors were quite 


apparent. 
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Nowadays the prudent banker pays close attention to these points, and, if 
the articles of the borrowing company do not expressly authorize the directors 
to vote on such matters, steps are taken to place the banker's position beyond 
doubt. Wherever possible, any direct security from the company which is 
additional to collateral security already obtained from the directors is charged 
to the bank by the authority of a resolution in general meeting. When both 
direct and collateral security are offered, the latter cover is not taken until 
the charge of the direct security has been completed. Thus the directors avoid 
voting on a matter in which they are interested. The safest method whenever 
the prospect of a conflict of interests arises is, of course, to obtain the approval 
of the company in general meeting. Where the company concerned has 
adopted the 1948 Table “A” such difficulty will not arise. Article 84 (2) of 
that table expressly permits a director to vote at a board meeting upon “ any 
arrangement for the giving by the company of any security to a third party 
in respect of a debt or obligation of the company for which the director himself 
has assumed responsibility in whole or in part—whether he has assumed that 
responsibility under a guarantee or under an indemnity or by the deposit of 
a security”’. Many modern companies have introduced similar provisions 
into their articles to overcome the problem. 

If a bank is content to accept the authority of a resolution of a company 
in general meeting for the creation of debentures or provision of other direct 
security, how can it reconcile the fact that frequently in the case of private- 
company customers the resolution is nevertheless passed by the same interested 
parties acting in their dual capacity as members and directors, because they 
hold all the issued capital of the company between themselves? Having 
deposited personal security or entered into guarantees to the bank they are 
interested in the transaction and cannot vote at a board meeting (unless their 
articles specifically permit), but they can overcome their inc apacity by des- 
cribing themselves as members instead of directors and voting validly on the 
same issue at a general meeting. They probably sit round the same table and 
perform the same acts, merely employing different terms. But at a gencral 
meeting, in the eyes of the law, they have divested themselves of their fiduciary 
status as directors, and, in their capacity as members, act for the company 
itself. 

The power of a director to vote in general meeting as a member of the 
company in a matter in which he is vitally interested is fully illustrated by 
J.C. Baird v. J. Baird & Company (Falkirk) Lid. and A. A. Baird, the Scottish 
case to which reference was made above. Here the chairman of the company, 
A. A. Baird, who held £22,900 out of the issued capital of £38,000, was indebted 
to the company on loan account amounting to £7,122. At the annual general 
meeting of the company a shareholder proposed that this loan should be called 
in and the plaintiff in the action, J. C. Baird, who held issued capital £11,700 
in the company, seconded the motion. The chairman, however, voted in 
support of an amendment, proposed and seconded by two other shareholders, 
that no action should be taken in the matter and, by reason only of his majority 
holding of the share capital, the amendment was carried. Action was then 
brought against the company and its chairman for a declaration that the latter 
was not entitled to vote upon any question relating to his loan from the com- 
pany. The articles did not prohibit a shareholder from voting on any matter 
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in which he had an interest other than his interest as a shareholder, but they 
did provide that a director could not vote on any matter in which he was 
personally interested, and the claim was based on this latter provision. Distine. 
tion had to be drawn between the position of the chairman as a director and 
as a member of the company. The limitation on his voting powers referred 
only to the position of the director in his fiduciary capacity at meetings of 
the board. It did not either expressly or impliedly impose any disqualifications 
upon him at general meetings which he attended as a shareholder. As q 
member at general meeting he was not acting in any fiduciary capacity but 
in furtherance of his own interests as a shareholder. Lord Guthrie accordingly 
found that the action was ill-founded and the contention failed. 

Quite apart from the interpretation of the articles of this company Lord 
Guthrie’s conclusion is supported by principles which have been recognized in 
other decisions. It is quite settled at law that, unless otherwise provided in 
the articles, a shareholder is entitled to vote on a question in which he is per- 
sonally interested, and to vote in his own interest although the interest of the 
company may be opposed to his. Assuming, therefore, that there is no question 
of a breach of trust or of oppression of any minority interests and that the 
articles do not prohibit members from voting as such on matters in which they 
are interested, the banker can rely upon a ‘resolution in general meeting. It 
does not matter that in their fiduciary capacity as directors the same share- 
holders could not validly pass the same resolution at a board meeting. Perhaps 
this review will assist bankers to meet the criticism of company directors who 
do not always appreciate the difference between their status as directors and 
that as members. 


Were Financiers Always Necessary ? 
By G. S. Dorrance 


T such a time as this, when escapist literature is perforce in fashion, 
A pankers and financiers may find some relief in reading two recently 
published books which deal with the origins of their profession and with 
the practice of it in the most primitive communities still surviving.* The 
technique of finance in such communities is, of course, rather different from 
that in modern economies—and an analysis of these differences brings to 
light the usual wry paradoxes commented on in most histories of early banking. 
Until recently, for example, financiers have limited themselves to lending 
money which they possessed. There are very few instances recorded in these 
books where individuals borrowed money at a low rate of interest and lent it 
at a higher rate. And there are no early records of individuals creating trans- 
ferable credits which “ pass for money ’ 
Perhaps both authors would have been on firmer ground if they had 
Gecide -d that the existence or absence of individuals performing these functions 








- Paul Einzig, Primitive Money, London, 1949, Eyre and Spottiswoode, pp. xiix and 517, 


25S. 
A. Hingston Quiggin, A Survey of Primitive Money, London, 1949, Methuen, pp. xxii and 


344, 32 plates and 4 maps, 45s. 
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of the banker provided the criterion of whether a monetary system is 

modern ” or “ primitive’”’. As it is, their choice of the existence or absence 
of round minted metal coins provides a rather unsatisfactory dividing line. 
It is rather difficult to see the logical difference between the early Greek and 
Roman currency and the moulded rectangular currency of China, which 
Mrs. Quiggin describes in some detail. It is also difficult to see how these 
early “ full bodied ’’ coins, or even the Elizabethan British coins, are more 
“modern ”’ than the world-wide cowrie currency which is only now dying out ; 
or the tiny unwearable shirts which still circulate as money in many parts of 
Africa. Surely, by developing a currency which only had value as a medium 
of exchange rather than insisting on the use of full-bodied coins which had 
alternative industrial uses, the early Indian and African traders were more 
“advanced ’’, in this respect, than their European counterparts. Likewise 
the African native was more “‘ modern ”’ in being willing to accept a “ token ” 
shirt than many English gentlemen who until recently would only put their 
real trust in a gold sovereign. Perhaps the biggest dividing line marked by 
the 193I crisis was the average Englishman’s advance to a level of monetary 
intelligence previously attained only by savages and bankers. 

Both these books contain numerous traps which will lead the unwary 
astray. For instance, Dr. Einzig’s description of the mat currencies in Oceania 
gives the impression that throughout this area there was one fairly uniform 
medium of exchange existing along with numerous other money instruments. 
Mrs. Quiggin’s minute descriptions of the important differences between the 
mats used in the various islands indicate why they have not developed into a 
satisfactory medium for inter-island trade. Likewise, Mrs. Quiggin’s willing- 
ness to accept objects which “ pass for money ”’ as being money prevents her 
from always keeping a clear distinction between monetary and ‘‘ advanced 
barter ’’ economies. Even Dr. Einzig tends to include some objects used as 
“stores of wealth ’’ among his examples of “‘ money ”’. For example, he claims 
that cattle were “‘ until comparatively recently the principal currency of a 
large part of Kenya ’’. Mrs. Quiggin agrees that cattle were, and are, practically 
the only form in which wealth is inv rested. Yet she shows that for all trade, 
except the giving of important presents, salt and iron are used as currency. 
On this basis, it would be almost as logical to include land as money in many 
parts of Britain even to-day. Both books, however, manage to condense an 
immense amount of material within digestible limits.* 

By doing this, they have drawn attention to a number of questions which 
warrant consideration and may provide new approaches to present problems. 
In many ways we have reverted to conditions which have their parallels in 
primitive economies. For instance, the heavy payments involved in the 
occupation of Germany are akin to many primitive peace settlements. Our 
present occupation costs are only a little more sophisticated than the African 
and Oceanic methods of calculating the losses on both sides after a battle 
and the consequent payment of weregildt by the side with the fewer victims 





* Dr. Einzig includes a thirty- -page bibliography containing numerous historical and economic 
references as well as his direct sources of factual information. Mrs. Quiggin has an eleven-page 
bibliography dominated by anthropological references. 

t “ Blood money ” or payment by the killers or maimers to the families (or tribes) of indivi- 
duals killed or injured either purposely or accidentally and in either private feuds (or as a result 
of individual mishaps) or in wars. 

















18 == THE BANKER 





(the conquerors) to the side with the greater losses (the vanquished). On the 
other hand, now that the nineteenth century gold standard has disappeared 
and the world is divided into numerous currency blocs, many new problems 
are arising. Perhaps a study of contiguous native peoples using different 
currency media might provide lines of thought which would be helpful i In solving 
difficulties which are baffling experts educated to discuss problems of inter- 
national finance within the framework of a well-developed banking system. 
Finally our search for a new standard of international payments might be 
eased by a more detailed study of the use of cowrie* as currency. These shells 
have provided a medium of exchange in areas as far apart as Polynesia and 
West Africa and from Northern China to South Africa (they have even appeared 
in America). During the nineteenth century it is probable that there were 
more people basing their monetary actions on a cowrie standard than there 
were on the gold standard. A study of this currency system, which operated 
without the influence of anything similar to the London money market, might 
provide us with more exact information on the reactions involved in a really 
‘automatic ’”’ system of exchange. ; 


There are two general questions raised by these books. The first is : “‘ Why 
did man ever adopt money ?”’ Dr. Einzig goes to considerable length to refute 
the usual “‘ text book ’”’ explanation that, once division of labour appeared, 
barter became too inconvenient. He claims that the natural development of 
credit-granting by producers overcomes any difficulties which occur in simple 
societies. He comes to the same conclusions as Mrs. Quiggin, that its use arose 
out of the practices of weregild and “ bride-price ”’.t However, both books 
fail to show why these customs should produce anything more than recognized 
stores of wealth, usually in the form of productive or ornamental instruments 
or animals. Even the common system of public gift-giving by chiefs or leading 
men would not appear to provide the incentive for the development of money 
which both writers attribute to it. Mrs. Ouiggin does not think that the diffi- 
culties involved in barter can be so easily overcome, but even she does not 
believe that they are great enough to make the development of money in- 
evitable. However, one conclusion which does appear from a survey of her 
numerous examples is that it is almost impossible to find a community which 
has remained self-sufficient and has developed a monetary system. W hat does 
appear to be essential is not that the members of the community perform 
separate functions but that they are dependent for some of their essential 
requirements on other groups. When this happens they evolve a standard of 
value to facilitate barter and a medium of exchange to permit the completion 
of unequal transactions. Thus the classic explanation of the text-books still 
stands “not disproven”’ even if the essential requirement is not “ division of 
labour ”’ but “ division of production between areas ”’ 

The other question which is raised by these two studies is : “‘ What functions 
must money pe rform 2 ”’ We have always been n told that a satisfactory money 


* Shells of the Cyprea group of molluscs, with or without their backs ground, drilled or broken 
for stringing. 

t This is an unsatisfactory word to describe the widespread practice among primitive people 
which involves definite gifts by the bridegroom (or his family) to the bride’s family, but which 
is not as specific as bride purchase in a sense similar to slave purchase. Perhaps “ bridegroom 
dowry "’ would be a better term (see Quiggin, p. 4). 
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must be : a medium of exchange, a standard of value, a store of wealth and a 
standard of deferred payment. Yet Mrs. Quiggin gives numerous examples 
of communities where cattle are the sole store a wealth but are not used as 
a medium of exchange. In fact they provide a most unsatisfactory exchange 
unit. Likewise, Dr. Einzig tells how St. Patrick recorded values in terms of 
slave girls despite his Pig. to slavery and his unwillingness to use them 
as a medium Of exchange.* Similarly, Mrs. Quiggin relates that, among the 
Naga, basketfuls of rice are the standard of deferred payment while grain has 
ceased to be a medium of exchange. To-day debts expressed in heal <ets of 
rice are payable in rupees. Many modern investors must wish that a similar 
separation of the funct ions of money had occurred in the Western world. On 
the other hand, Dr. Einzig tells us that silver coins served as a standard of 
value in Hawai de spite the fact that they were not used as a medium of 
exchange. All these objects (and many more included among the host of 
examples gathered by both authors) fulfilled some of the functions of money 
and served as “‘ money ”’. Perhaps it is because Western Europe has evolved 
such versatile currencies that we are apt to conclude that money must fulfil 
too many functions before it can qualify as a satisfactory instrument. Some 
of Britain’s present difficulties might well be eased if we and the United 
States were to adopt a common standard of value, say, “ the wampum - 
while continuing to make payments and to calculate incomes in terms of 
pounds and dollars. 


These and many similar problems are raised by these two books, and 
numerous lines of speculation are AY up to the readers of either of them. 
In doing this the authors have fulfilled a useful function. Mrs. Quiggin is an 
anthropologist and much of her material fer have been improved if it had 
been sifted by an economist. A reverse comment would probably be made on 
Dr. Einzig’s book by an anthropologist. However, even his sections on the 
economic theory of primitive money could have been strengthened. He is a 
little too willing to dismiss Keynes from his mind as being an author whose 
work is useful only for modern conditions. A little assistance from Keynesian 
principles (as well as from those of Professor Dennis Robertson) might have 
made his theoretical discussion of hoarding and the desire for liquidity much 
simpler. If he had drawn parallels from the production theories of Professor 
Hicks, his comments on : ee ts used both as money and as commodities 
might have been less difficult to understand. 


Nevertheless, both writers have succeeded in collecting much valuable 
information on the subject of primitive money. Their research covers most of 
the world and extends over millenniums. This aspect of primitive society has 
thus been adequately surveyed for the first time ; and the almost simultaneous 
publication of two books provides a useful series of cross-checks. Now that 
the numerous possibilities for study have been indicated, perhaps some 
economist-anthropologist or anthropologist-economist will appear to simplify 
the rather crowded and confused canvases which both these authors have 
presented to us. 


* He concludes that, at least after A.p. 200, slaves had ceased to be a medium of exchange 
throughout Ireland, but they continued as a standard of value and unit of account. 
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Argentina 

HE Central Bank has issued new exchange regulations covering the 
T importation of less essential goods. The new directive limits the release 

of exchange for non-essential goods to imports originating in countries 
with which Argentina operates trade or payments agreements and sets out 
the amount of exchange that will be allocated for imports in each trade group 
and for each country. Imports from the United Kingdom have been fixed at 
£2 millions—a figure which is to be compared with the £15 millions of less 
essential goods which the Anglo-Argentine Trade Pact envisaged that Argentina 
would import in the year to June 30 next. 


Austria 


[he Government has devalued the Austrian schilling, thereby reversing 
the decision announced after the world currency re-alignment in September 
(when the official dollar value of the schilling was maintained although export 
subsidies were introduced) The establishment of basic rates of 14.40 schillings 
per U.S. dollar and 40.32 schillings per pound sterling means that the schilling 
has been devalued by 30} per cent. in terms of the American dollar and has 
been restored to its pre-September relationship with sterling. In addition to 
the new basic rate, the Government has established a “ mixed rate ”’ of 21.36 
schillings to the U.S. dollar and a premium rate of 26 schillings to the dollar 
(with sterling equivalents calculated at the official sterling-dollar parity of 
$2.80 to the pound). The new premium rate will apply to certain types of 
exports which the Government is most anxious to stimulate. Austrian exporters 
will be entitled to convert part of the foreign exchange proceeds of their sales 
at this rate, disposing of the balance to the National Bank at the basic rate. 


Belgium 


Agreement has been reached with the United Kingdom Government to 
continue existing trade and payments arrangements between the two countries 
until the end of March, 1950. It has been officially stated that the aim of 
both parties is to avoid settlements in gold and that the level of United King- 
dom imports from the Belgian monetary area “ will be related to developments 
in the balance of payments between the sterling area and the Belgian monetary 
area ”’ 

The National Bank of Belgium has announced the withdrawal of all restric- 
tions on the movement of United States and Swiss capital either into or out 
of Belgium. Capital assets of American and Swiss residents can now be sold 
and transferred abroad without any restriction. Free exchange and arbitrage 
operations are permitted between Belgium, Switzerland and the United 
states. 

The payments agreement with Switzerland is not being renewed. The 
exchange rate will henceforth be determined by supply and demand. 


* Other current international banking news is discussed in ‘‘A Banker’s Diary’’, on pages 133-138 
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Canada 


The Canadian Deputy Minister of Trade, Mr. Mackenzie, has stated that 
only about one-half of the amounts allocated by the Marshall Plan authorities 
for United Kingdom spending in Canada is actually finding its way to the 
Dominion, Sritish payments of U.S. dollars to Canada being limited to the 


he amount needed to settle the net trading deficit. The difference between this 
ise amount and the larger amounts received by the United Kingdom to cover 
ies purchases in Canada were received by the United Kingdom and used for 
ut other purposes. 

up Eire 

at [he Prime Minister, Mr. Costello, has stated that it would not be possible 
= for Eire to finance the capital outlays the country required from current 
- resources. The Government was satisfied, however, that the need for develop- 


ment was so great that there would be every justification for drawing on the 
national savings to help finance it. The Minister pointed out that Eire owned 
sterling assets of gross value of £400 millions, about 40 per cent. of which was 


ig in private hands. Net sterling resources amounted to about {225 millions. 
> The extent to which these reserves could be drawn upon was limited, but in 
rt the past 10 years their value had diminished and “ experience had taught that 
zs a particular level of foreign assets was no longer sacrosanct ”’ 
Finland 
0 Finland is to get a dollar loan of $2.3 millions from the International Bank 
6 for Reconstruction under the Eastern European timber development plan. 
ir The loan, which is for a period of two years, will bear interest at 2 per cent., 
vf in addition to a commission charge of I per cent. A ‘“‘ commitment charge ”’ 
f of 13 per cent. is payable on the undisbursed part of the loan. 
$ 
; France 
The French Treasury has announced the successful completion of negotia- 
tions with a group of American banks, including the Chase National Bank and 
the National City Bank, for a $75 millions credit redeemable in five years and 
. guaranteed by gold. The proceeds of the credit will be used to repay a loan 
; for a similar amount from the Federal Reserve Bank of New York, which also 
f carried a gold guarantee. The French authorities have arranged the credit 


with the American private banks to avoid being forced to repay the original 
credit in gold at the present time. 

The drive to bring capital into France from overseas has been carried a 
stage further with the introduction of legislation providing for the abolition 
of the 25 per cent. fine on currency offenders who repatriate assets after having 
kept them abroad without declaring them. 


India 
The annual report of the Reserve Bank of India covering the year to 
June 30 last states that the overall picture of the Indian economy does not 
show any improvement compared with that of a year ago. The report observes 
that the re-imposition of price controls and the adoption of an anti-inflation 
programme checked and to some extent reversed the rise in prices which 
had been taking place during the first half of 1948. The note circulation is 
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also stated to have shown a considerable contraction. The report stresses, 
however, that Indian prices and costs are still high. 

The Government has announced the broad outlines of a plan for compulsory 
saving in India. The scheme is to apply in the first instance to Government 
employees, and is later to be extended to workers in private industry. 


Indonesia 


The agreement reached at the Round Table Conference on Indonesia at 
The Hague provides that Indonesia will respect the rights, concessions and 
licences of all enterprises. The Republic is authorized, however, to investigate 
important concessions, rights and licences granted since March 1, 1942, in 
cases where these might have a bearing on economic policy. The Netherlands 
and Indonesia will co-operate in the creation of a sound monetary system in 
Indonesia based on the Bretton Woods Agreements. Discussions are to be 
held with a view to enabling Indonesia to become a member of the International 
Monetary Fund at the earliest possible date. 

The Indonesian representative at the United Nations has declared that the 
Indonesian Government intends to seek American financial aid. He stated 
that, after the transfer of sovereignty, the triangular trade via the head offices 
in the Netherlands of Dutch enterprises operating in Indonesia would be 
largely discontinued since Indonesia would attempt to export all products 
direct to the United States with a view to increasing her earnings of dollars. 
The general policy of the Government would be aimed at strengthening the 
country’s relations with the hard currency area. 


Iraq 

The report of the Iraq Currency Board covering the fifteen months to the 
end of June, when administration of the currency passed into the hands of 
the National Bank of Iraq, shows an increase in notes in circulation of ID. 
0.5 millions to ID. 35.5 millions. The report points out that the expansion 
in the demand for notes occurred despite a fall in the index of wholesale prices 
from 658 to 486 between April, 1948, and April, 1949. Bank deposits are 
stated to have fallen from ID. 19.1 millions to ID. 16.4 millions in the same 
period. 

Italy 

The Minister of Foreign Trade has disclosed that Italy’s sterling balances 
on the eve of devaluation of the pound amounted to £79 millions and that 
they had since risen further. He stated that the Government was considering 
the possibility of giving loans in sterling to importers. A fund accumulated 
by the Exchange Control as a result of three devaluations of the lira against 
the U.S. dollar since the end of the war is to be used to compensate the 
Treasury for the loss it has suffered through the devaluation of sterling. 

The President of the Confederation of Industry, Dr. Costa, has argued that 
it is essential that the Government should give tax relief to export industries 
and devalue the lira on the grounds that the world currency re-alignment has 
resulted in Italian prices becoming non-competitive in world markets. Dr. 
Costa challenged the Government’s claim that the rate of exchange for the 
lira is freely established by the market, pointing out that the market is effec- 
tively controlled through export and import licensing ; if these controls were 
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value of the lira in terms of the dollar would be 












ESSES, discontinued, he argued, the 

lower. He asserted that if the Government continued its over-cautious policy, 
ulsory grave consequences would soon ensue, an increase in unemployment being 
— likely to be the first symptom. 

Japan 

; Trade and payments negotiations between Japan and representatives of 
1a at sterling area countries have been successfully concluded. In general, the new 
and arrangement adheres to the previous practice of aiming at a balance of payments 
igate between the two areas at the highest practicable level, but it is hoped that it 
2, in will result in a material increase in the volume of trade compared with that 
lands in the previous period. Purchases by Japan from the sterling area countries 
mM in covered by the arrangement (the United Kingdom, the Colonies excluding 
‘0 be Hong Kong, Australia, India, New Zealand and South Africa) are expected to 
1onal amount to £55 millions during the twelve months to June 30, 1950, while 

urchases by these countries from Japan are expected to total about £45.5 
t the millions in the same period. The balance of {10 millions accumulated by 
ated Japan as a result of the past year’s trading will be treated by the Japanese 
ices authorities as a working balance, but any sterling accumulated by Japan in 
1 be excess of this amount will carry the right of convertibility into gold or dollars. 
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Malaya 


The British Government has agreed to make a gift of £3 millions to the 
Federation of Malaya in 1950 as a contribution to the cost of internal security. 
In addition, Britain has undertaken to meet the cost of United Kingdom 
troops in Malaya. 








the 
of Netherlands 
ID. The Government has announced its intention of establishing a guarantee 















_ fund with the aid of part of the local currency proceeds of Marshall Aid in 
aces order to direct risk capital to industry. The fund will be used to encourage 
are institutional investors to use “ non-risk-bearing savings ” for financing industry. 
— It has been stated that Government participation in the establishment or 
expansion of industry will be confined to basic industries. 
ces Paraguay 
hat The Government has revised the exchange rate structure with a view to 
me assisting the export trade. A rate of 4.92 guaranis per U.S. dollar has been 
we established for exports of timber, meat, hides and other staple exports. For 
- exports which are less saleable, the rate has been fixed at 6.02 guaranis to the 
the dollar. The old rate of 3.121 guaranis to the dollar has been retained for 
- imports of essential goods. 
ies Peru 
sas The Government is stated to have decided to allow the currency to find its 
Jr own level in a completely free market as part of a plan to abandon virtually 
he all controls on external trade and domestic prices. Decrees have been issued 
e cancelling all subsidies with the exception of that on imported wheat as well 
- as all price controls except those on bread, fuel and essential medicines. The 
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practice whereby the Government shared with exporters the foreign currency 
derived from export sales has also been discontinued. The new arrangements 
provide that exporters shall turn over to the Government all foreign currenc 

derived from exports in return for foreign currency certificates which will be 
negotiable on the free market. Immediately after the abandonment of official 
control the exchange rate dropped from 6.5 to 16 sols to the dollar. 


South Africa 


The Government has issued the first of the two projected loans of {10 
millions on the London market. The issue comprised 3} per cent. stock, 
1965-67, offered at 99 ; underwriters had to take up 84 per cent. 


United States 


In a communication to the Congressional Committee which is undertaking 
a study of money and credit wilicles, Mr. McCabe, chairman of the Federal 
Reserve Board, has proposed that the Federal Reserve banks should be 
authorised to take over part of the lending activities now undertaken by the 
Government’s Reconstruction Finance Corporation. Unlike the R.F.C., the 
Federal Reserve banks would not go in for lending on their own account, but 
would participate in credits extended by private banks to business enterprises, 
particularly to small businesses in time of need. Private banks would initially 
have to put up at least ro per cent. of the amount of any loan. They would be 
permitted to take over all or any part of the remaining go per cent. at any 
time during the life of the loan. A time limit of 10 years would be fixed for 
such loans. 

American Treasury officials believe that the fall in the country’s gold stock 
which has occurred since the world currency re-alignment in September has 
been largely due to conversion of dollar balances held by foreign countries 
into gold—a conversion stimulated by rumours that the United States is to 
reduce the gold value of the dollar. 

President Truman has declared that there would be no change in the 
value of gold in terms of the dollar so long as he was President. 


USSR. 

The State Bank of the U.S.S.R. has issued a comprehensive new list of 
exchange rates which take account of the recent world currency re-alignment. 
For the pound sterling the new rate is 14.84 roubles against 21.36 roubles 
hitherto. The U.S. dollar rate is retained at its former level of 5.30 roubles. 


Yugoslavia 


The International Bank for Reconstruction has agreed to make a loan of 
$2.7 millions to Yugoslavia under the Eastern European timber development 
plan. A condition of the advance is that Yugoslavia must sell timber to the 
principal timber-importing European countries and agreements to this end 
will be negotiated with Britain, Holland, France and Italy. The loan is for a 
period of two years. The rate of interest is 2 per cent. with an additional 
commission charge of I per cent. The bank will also make a “‘ commitment” 
charge of 14 per cent. annually against the undisbursed part of the loan. 
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Appointments and Retirements 


Bank of England—Mr. Geoffrey Cecil Ryves Eley has been appointed to the Court of Directors 
to fill the vacancy created by the resignation of Mr. Robin Brook, who relinquished the position 
on being appointed to the deputy-chairmanship of the Colonial Development Corporation. 
Barclays Bank (D., C. & O.)—-Mr. R. P. van der Merwe has retired from the general manage- 
ment of the Bank in South Africa and Mr. C. D. Alcock has been appointed general manager. 
British Linen Bank—Falkirk and Grahamston : Mr. C. S. Taylor, assistant manager, to be 
manager on retirement of Mr. E. G. Kellow. Mr. W. Gardner to be accountant at Falkirk and 
Mr. W. E. Patterson to be accountant at Grahamston. Bearsden : Mr. F. McEwan Breingan, 
from Trongate, Glasgow, to be manager. Aberdeen : Mr. R. P. Wilson, from London office, to be 
assistant manager. 

District Bank—Mr. S. Higginbottom and Mr. D. F. Pollard, joint general managers, to be chief 
general managers in succession to the late Mr. W. F. Lonsdale. Oldham (Mumps) : Mr. N. V. 
Scammell, from Failsworth, to be manager. 

Grindlays Bank—The Hon. Donald S. Campbell, M.C., a director since 1924, has been appointed 
chairman. Sir Trevor Matthews, who has been chairman since 1942, will continue as a member 
of the board. 

Hambros Bank—Mr. Henry N. Sporborg, C.M.G., of 10 Grosvenor Street, W.1, has been 
appointed a director. 

Ionian Bank—Sir Richard Lysle Nosworthy, K.C.M.G., has been appointed a director. 
Lloyds Bank-——Head O/ffice, Advance Dept. : Mr. W. L. J. Clarke, from Southampton Row, W.C., 





tobe a controller. District Office, South Wales : Mr. R. Pinney, from Cardiff Docks, to be district 
manager’s assistant Axbridge ; Mr. R. F. F. Sheppard, from Sandwich, to be manager on 
retirement of Mr. A. G. Ellis. Birmingham, Small Heath : Mr. W.S. Neville, from Leicester, to 


be manager on retirement of Mr. D. Dorman. Cardiff : Mr. S. R. Evans, from the District Office, 
South Wales, to be assistant manager. Cardiff Docks : Mr. N. E. Thompson, from Llanelly, to 
be sub-manager. Carlisle : Mr. E. F. Padgham, from the District Office, Newcastle upon Tyne, 


] 


tobe manager. Craven Arms : Mr. H. R. G. Shardlow to be manager. Leicester, Granby Street : 
Mr. F. G. Harvey, from Wolverhampton, to be manager. Lincoln : Mr. T. R. Shaw, from Carlisle, 
to be manager on retirement of Mr. D. C. Mellowe Newcastle upon Tyne, Gosforth : Mr. G. M. 
Forster, from Nottingham, to be manager. Nottingham : Mr. A. F. Brodbeck, of Nottingham, to 
be sub-manager. Southampton Row, W.C.: Mr. S. B. Wyatt, from City Office, E.C., to be manager. 
Wolverhampton : Mr. W. B. Embleton, from Gosforth, Newcastle upon Tyne, to be assistant 
manager. 

Martins Bank—Blyth : Mr. J. C. Potts to be manager. Bridlington : Mr. H. Bonner to be 





manager. Hanley : Mr. J. D. Davies to be assistant manager. Newcastle upon Tyne, Northum- 
berland St. : Mr. A. E. Blaylock to be manager on retirement of Mr. H. Cook. Pendleton : Mr. 
T. H. Cleworth to be manager on retirement of Mr. E. A. Collins. Whitley Bay : Mr. A. N 





Duncan to be manager 
Midland Bank—Sir Maurice Drummond Peterson, G.C.M.G., has been elected a member of the 


board and of the board of the Midland Bank Executor and Trustee Co., Ltd. Head Office : Mr 
F. Holden, of Doncaster, to be a superintendent of branches on retirement of Mr. D. L. Davies 
London—_Rushey Green, Catford : Mr. R. Taylor to be manager ; 131 Shoreditch High Street : 
Mr. R. L. Pallett to be manager {lford ics.) : Mr. T. W. Hancock, of Gainsborough, to be 
manager. Belper Mr. N. H. Price, of Derby, to be manager. Cambridge, Market Hill : Mr 
G. H. Moorcroft, of Chesterfield, to be manager on retirement of Mr. H. E. Davis. Chesterfield 

Mr. C. Stevenson, of Belper, to be manager. Doncaster : Mr. A. E. Harrison, of Hull, to be 
assistant manager. Hounslow, Great West Rd Mr. H. G. Prescott to be manager. Seaham : 
Mr. E. A. Prickett, of Newcastle upon Tyne, to be manager on retirement of Mr. T. Oldfield 
Sheffield, Church Street Mr. E. E. Bonner to be assistant manager on retirement of Mr. C 
Cooper. Sleaford Mr. F- C. Willmin, of Alford, to be manager on retirement of Mr. W. C. C 


Cox. West Kirky : Mr. E. Webb to be manager on retirement of Mr. D. A. Wilson. 

National Bank of Scotland—A berdeen : Mr. A. McDonald, from Kirkwall, to be manager in 
succession to the late Mr. W. Macnab. Kirkwall : Mr. B. L. Swanney to be manager. 

Royal Bank of Canada—Mr. Sydney G. Dobson, president since 1946, has been elected chairman 
of the board of directors. Mr. James Muir, general manager since 1945, to be president and Mr. 
T. H. Atkinson to be general manager 





International Bank for Reconstruction and Development 


Sir Ernest Rowe-Dutton, K.C.M.G., C.B., a third secretary in the Treasury, has been appointed 
U.K. Executive Director of the International Bank for Reconstruction and Development. He 
succeeds Sir Gordon Munro, K.C.M.G., M.C., whose term of office, which would normally have 
expired in May, 1949, was prolonged at the request of the Treasury until after the recent annual 
meeting of the Bank in Washington. 
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Banking Statistics 


National Savings 
(£ millions) 


Ways and Means Advances 


Bank of England 
-ublic Departments 
Treasury Bills: 


Tap ; ae 
Treasury deposit receipts 





Savings 
Certi- Defence Savings 
ficates Bonds Banks Total 
(net) (net) (net)* Small 
ro45III_... 52.3 30.3 99.7 142.1 
mS ws 39.2 87.2 76.4 202.8 
1946 I .. 13.2 62.0 120.7 195.9 
i r.0 95-9 36.2 133.2 
Zee ws + 2.2 13.4 35-6 47.8 
ae 10.8 17.9 11.8 40.5 
ae 39.7 20.4 27.0 87.1 
oe us 40.3 —- 3.7 -19.6 17.0 
ie 2.7 -— 19.8 2.9 — 14.2 
BV ss 16.4 — 25.1 2.2 8.5 
1948 I... 29.4 - 290.9 54.6 54.1 
ee. fas - 2.3 = 92.2 13.7 -— 19.8 
J ire — 4.5 — 20.3 6.4 -— 18.4 
Bek -7.2-— 5.8 8.3 -— 4.7 
1949 I 7.3= 8.4 62:9 98.2 
II — I.5 - 0.4 8.6 6.7 
aaa - 7.6 4.8- 2.7- 15.1 
. 
Year to Ord Ord. 
Mar. 31: Exp Rev Deficit 
{m {m. £m 
1938 898.1* 872.6 25. 5° 
1939 1054.8* 927.3 297.5" 
1940 1809.7* 1049.2 760.5* 
1941 3867.2 1408.9 2458.3 
1942 4775-7 2074.1 2701.6 
1943 5623.2 2519.9 2803.3 
1944 5755.4 3038.5 2749.9 
1945 6057.8 3238.1 2819.7 
1946 5474.8 3284.5 2190.3 
1947 3910.3 3341.2 569.1 
1945 - 3187.1 3544.9 657.8f 
1949 ‘ 3152.8 4006.6 853.8t 


*Allowing for loan expenditure. 
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Aug. mM 
Sept. . 


Oct. 


Floating Debt 


Nov. 20, 
1945 


£m 
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Savings 
Certi- Defence Savings 


ficates Bonds Banks 


(net) 
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Including Release Benefit Accounts from July, 1945. 


Ordinary Revenue and Expenditure 
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By Ord. 
Quarters: Exp. 
£m. 
1946 II go2. 
Bae. ke 918. 
SY is 861. 
1947 I 1228. 
ace 619. 
Pee 808. 
ae 736. 
1948 I 1023. 
Be es 613. 
i ee 951:. 
er 791. 
1949 I 996. 
II 754- 
III 833. 
+ Surplus. 
Oct. 29, Nov. 5, 
1949 1949 
£m. £m. 
0.3 3-5 
384.7 375-7 
2830.0 2870.0 
2164.3 2122.9 
778.0 755-5 
6157.2 6127.6 





Total 


(net) (net)* Small 
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Nm om 
“oan 
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Ord. 
Rev. 


629. 
712. 
738. 
1261. 
840. 
807. 
761. 


1435. 
794. 
831. 
802. 

1577: 
756. 
820. 
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Nov. 12, 
1949 
£m. 

1.8 

371.1 


2900.0 
2091.8 


752-5 





— 13.6 
— 10.0 


_ 
° 
Ae Wk O OOO AD BR AW 


' 
7 
Fe NWWU 


Deficit 


273.0 
206.2 
122.5 
32.6t 
220. 3f 


25-4t 
412.8 
181.of 
80. 2t 
11.3¢ 
581.7t 


12.3 


Nov. 19, 
1949 
£m. 

8.0 

387.1 
2920.0 
2079.8 

753-5 





6148.5 





1947 


1948 


1949 





all 
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Treasury Deposit Receipts 


<salinntedelatia ttc esistaia 

1947 June 30% .. 
Sept. 30 
Dec. 31 

1948 March 31 
June 30 
Sept. 30 
Dec. 31 

1949 March 31 
June 30 
Sept. 30 
Oct. 29 


Raised 
£m. 
110. 
453- 
175. 
545- 
269. 
55°. 
260. 
274. 
298. 


50.0 


oMOoOuUNo OM OM 


Redeemed Outstandingt 
£m. £m. 
132.0 1442.0 
483.5 1292.5 
110.5 1402.5 
455.0 1291.0 
178.0 1468.0 
452.0 1449-5 
181.0 1511.0 
158.5 1135-5 
194.0 1243-5 
258.0 QII.0 
183.0 778.0 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
¢ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


1949 Net New 1949 Net New 

Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
May 21 90.0 67.5 22.5 Aug. 20 .. 50.0 60.0 - 10.0 
o 6 .. 40.0 40.0 = on 3. — 20.0 - 20.0 
June 4... 65.0 50.0 15.0 Sept. 3... = ae ~ £78 
~ ta Ge 4.0 10.0 | ER is = 4 = 44-2 
» &8.. 98:6 50.0 40.0 es = sed = 52-9 
~« &-. 08 woo 35.0* ” 24 — 35-9 =. 55<§ 
‘ ‘ ” 3° . — f-5 ~ 59-35 
jaly 2.. 30.0 24.0 6.0 Oct. “8. — 40.5 — 40.5 
ee @ as 25-0 27.§° 7.5* ) 5 . Sal 34.0 — 34.0 
# 16... 55-0 53.0 2.0 a2. 30.0 69.0 - 39.0 
= 23 .. 50.0 46.5 3-5 is 29 20.0 39.5 - 19.5 
‘ae pee 15.0 27.0 — 12.0 Nov. 5 30.0 2.5 ~ 22.5 
Aug. 6.. 15.0 37.5 — 22.5 mn 12 50.0 53.0 —- 3.0 
mA oe — 25.0 — 25.0 19 75-0 74.0 1.0 

* Unofficial figure. 
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DRY FLY SHERRY is the ideal aperitif, and 


is a gracious welcome to your guests. Obtainable all 


e world from your own Wine Merchant, or from 


FINDLATER MACKIE TODD & CO. LTD. 


Wine Merchants to H.M. The King 
Wigmore Street, London, W.1. 














BANK OF LONDON & SOUTH AMERICA 


CURRENCY COMPLICATIONS 


GROWING IMPORTANCE 


MR. FRANCIS M 
HE Eighty-seventh Annual General 
Meeting of the Bank of London and 
South America Limited will be held on 
December 20 in yndon 


The followi1 re extracts from the ad 


to the stockholders by the Chairman, 
Francis M slyn, circulated with t 
balance-s ‘op the full address are 
obtai il le 
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IMPORT RESTRICTIONS 


Documentary and other credit utstanding 
at /132, 3 v l r¢ £6,553,512 
which is mo lu Oj ntraction in over- 
seas business arising frot thei trictions 


on imports necessitated ; hort: > of 
foreign exchange. This decrease in business 
done under | 1 is a sign of a 
transition from a seller » a buvers’ market 
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£7,500,000 accounted for in part by the 

variations in exchange s, but is also linked 

to advances, etc., which at £27,153,780 show 

a reduction of more than /3,600,000 mainly 

through borrowings in certain countries in the 

form of overdrafts being replaced by promis- 

sory notes, which are included under bills 
receivable 


PROFIT AND LOSS ACCOUNT 


Starting with a balance of {180,761 brought 
forward from 1948, the profit and loss account 


G. 


OF BRITISH EXPORTS 


GLYN’S REVIEW 


shows that the profit for the year amounts 
to £313,217 against the corresponding amuunt 
of £350,030 a year ago. It will come as no 
surprise to you that many of the countries 
in which we are established derived consider. 
able benefits in trade under war-time conditions 
which could not reasonably be expected to 
continue indefinitely. Such change has taken 
or is now taking place and has affected our 
net earnings accordingly. At the same time 
the increased charges te which I referred a 
vear ago, have not been diminished during the 
year under review and, particularly in the case 
of social services, contributions have shown 
a further upward tendency. Difficulties are 
still being experienced in several countries in 
obtaining the remittance of our _ branches’ 
;, all of which are earned in the local 
icies of the countries concerned. 


Multiple exchange rates and all the other 
complications of currency restrictions some- 
times get overlaid with such mvystification and 
obscurity that we miss their full implications, 
One cannot too often emphasize this other 
way of looking at differential exchange rates 
in terms of import duties so that the dangers 
mav be exposed. The only practi al method 
of trading with countries employing widely 
differential rates is, of course, to conduct ail 
transactions in sterling prices. 


IMPORTANCE OF BRITISH EXPORTS 


In the conclusion to my review last year I 
referred to the importance of British exports 

» Latin American countries and of British 
exporters realizing the implications of so many 
of these countries having to look increasingly 
to sterling sources of supply. Clearly the 
general need for maintaining and increasing 
exports is as important as, if not more impor- 
tant than, ever before. But one aspect of this 
takes precedence in the present dollar crisis. 
As a result of the stream of exhortations to 
increase our dollar sales our thoughts turn 
naturally, and rightly, to the United States and 
Canada. But it would be a mistake to forget 
those countries of Latin America which are in 
the dollar area and not to study the possibili- 
ties of increasing our exports there also. It is 
true that due to their particular exports which 
go mostly to the United States, they will prob- 
ably continue to take most of their require- 
ments from the United States until British 
goods can be brought to compete with Ameri- 
can products in terms of price and speed of 
delivery. There are undoubted possibilities of 
increasing British sales which, in the present 
circumstances, would be of particular value. 














A Sound Recommendation 
AN INVESTMENT 


YIELDING @° NET 
4lo 


NO DEPRECIATION 


Isle of THANET 
BUILDING SOCIETY 


Founded 1850 Assets £7,600,009 
HEAD OFFICE: RAMSGATE 


20 2 
serDoker Street, W.I. WELbeck 0028 


* Write for Balance Sheet and Prospectus 


WINTER RESIDENCE 
at the “GRAND” 


Good food from our own farm, central heating, radio and 
telephone in every bedroom. 
shops—Private Suites available. 





Special reduced terms 


*phone : Frinton 678 


The GRAND HOTEL 


(Fully Licensed) 
Frinton-on-Sea 


THE BUSINESS & FINANCIAL 
ADVISORY CO., LTD. 


47/49 Borough High St., S.E.1 


COMPANY & PARTNERSHIP 
FORMATIONS @# ACCOUNTS 


TAXATION @ INVESTIGATIONS 
Telephone : HOP 0907 


COMPANY 
SERVICE 


1863-1949 
Company Registration Agents 


JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 


Pleasantly situated near the | 


| 73-76 KING WILLIAM STREET, LONDON, 





A.M.P. 


|THE LARGEST BRITISH 
|'MUTUAL LIFE OFFICE 


ASSETS EXCEED £195,950,000 


EXAMPLES OF ANNUAL PREMIUMS FOR 
£1000 SUM ASSURED 


ENDOWMENT ASSURANCES WITH 
BONUSES 


PAYABLE AT DEATH OR ON ATTAINING 
Age 65 Age 60 Age 55 
£22 £23 18 £26 12 
£27 18 £31 13 
£33 3 £38 17 
£40 11 £49 9 
£51 101 £67 2 


Age next 
Birthday 
20 


25 £25 
30 £29 1 
35 £35 
40 £42 1 


AUSTRALIAN MUTUAL 


| PROVIDENT SOCIETY 


(Established 1849 in Australia) 


Head Office for United Kingdom: 
E.C.4 





The Commercial Bank of Australia, 
Ltd., require single men (aged up to 
25 years) for clerical duties in Australia 
and New Zealand. Matriculation or 
Bankers’ Institute examinations an asset. 
Previous banking experience preferable, 
but not essential. Salary up to £A 420 
p.a., according to age. 

Applications, giving full particulars of 
education and experience, should be 
addressed to:—London Appcintments 
Officer, Ministry of Labour and National 
Service, 1-6, Tavistock Square, London, 
W.C.1, quoting reference number 
FA 659. 





3%—4% P.A. NET 

can be obtained with safety 

by purchasing paid up 
ENDOWMENT POLICIES 
from existing holders 


Ask for details of current offers 


HISCOCK KEEPING & Co. (D.2) 


Whitton, TWICKENHAM 
(POP. 7871/2) 





BURNLEY 


BUILDING SOCIETY 


The Society, founded in 1850, is Lancashire’s Leading 
Society, and is the seventh largest in the country. The 
present high position in the movement is in no small 
measure due to the sound policy pursued by the Board 
of Directors, under the Chairmanship of Sir John H. 
Grey, J.P., and to the fairness in the conduct of the 
business, which has—for almost a century—been a 
feature of the Society’s systems. 


LARGE OR SMALL SUMS CAN NOW BE ACCEPTED 
IN PERSONAL ACCOUNTS IN THE FUNDS OF THE 
SOCIETY @ ATTRACTIVE RATE OF INTEREST 
@ FIRST-CLASS SECURITY @® WITHDRAWABLE 
£ FOR £ ® INCOME TAX PAID BY THE SOCIETY 


ASSETS EXCEED Head Office: GRIMSHAW STREET, BURNLEY. Tel. 2/35 (5 lines) 
£23,000,000 London Office: 102-3 High Holborn, W.C.1 Holborn 9851 (4 lines) 


IDEAL TERMS FOR LARGE AND SMALL INVESTMENTS 





THE 


HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(INCORPORATED IN THE CoLtony oF Honc Kono) 
The Liability of Members is limited to the extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony 


CAPITAL ISSUED AND FULLY PAID UP +. $20,000,000 
RESERVE FUNDS STERLING : ss £6,000,000 
RESERVE LIABILITY OF MEMBERS .. se $20,000,000 


Head Office - -  - HONG KONG 


CHAIRMAN AND Cuter Manacer - Hon. Sir Artnur Morse, C.B.E. 
LONDON OFFICE - 9 GRACECHURCH STREET, E.C.3 
Lonpon MANAGERS . S. A. Gray ano A. M. Duncan WaLtace 
BRANCHES 
Burma China (cont.) Indo-China Malaya (cont.) North Borneo (cont.) 
Rangoon Swatow Haiphong Johore Bahru Kuala Belait 
Ceylon Tientsin Saigon Kuala Lumpur Sandakan 
Colombo Tsingtao Japan Malacca Tawau 
China Europe Kobe Muar Philippines 
Amoy Hamburg Kure Penang oilo 
Canton Lyons Tokyo Singapore Manila 
*Chefoo Hong Kong Yokohama Singapore iam 
*Dairen Hong Kong Java (Orchard Rd.) Bangkok 
Hankow Kowloon Batavia Sungei Patani United Kingdom 
*Harbin Mongkok Sourabaya Teluk Anson London 
*Moukden India Malaya North Borneo U.S.A. 
Peking Bombay Cameron Highlands Brunei Town New York 
Shanghai Calcutta Ipoh Jesselton San Francisco 
*Branches at present not operating 


BANKING BUSINESS OF EVERY KIND TRANSACTED 


A comprehensive service as Trustees and Executors is also undertaken by the Bank’s Trustee 
Companies in 


HONG KONG LONDON SINGAPORE 








PRINTED IN GREAT BRITAIN BY FP. J. PARSONS, LTD., LENNOX HOUSE, NORFOLK STREET, LONDON, W.C.2, AND HASTINGS, 
AND PUBLISHED MONTHLY BY THE BANKER LIMITED, AT 72 COLEMAN STREET, LONDON, E.C.2. 
EDITORIAL AND ADVERTISEMENT OFFICES; 22 RYDER STREET, ST. JAMEs’S, LONDON, S.W.I. 











